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• *• • • 

REPORT ON LEATHER AND SHol INDUSTRIES. 



SUMMARY. 



This report treats of conditions in the leather tanning inayfs.tty, 
including the hide trade, and the boot and shoe industry, including* 
the merchandising of shoes. The period covered by the inquiry is ; 
from 1914 to 1918, inclusive, except in regard to certain financial 
data. The outstanding facts' established by the inquiry are as follows : 

(1) Between 1914 and 1917 the prices of hides, the principal factor 
in the cost of producing leather, greatly advanced and the differential 
between country hides and packer hides increased beyond the usual 
proportion, due to the more marked increase in the price of packer 
hides. 

(2) Though there was an increase in the cost of hides to the tanner, 
the prices of his product — leather — advanced to a point that could 
not be justified by the cost of producing it. This conclusion is sup- 
ported by the high rates of return on investment received by tanners. 

(3) The cost of manufacturing shoes increased greatly between 
1914 and 1917, but, as evidenced by the high rates of return on invest- 
ment, not to an extent that warranted the prices at which manu- 
facturers sold their product. 

(4) The absolute margins of profit taken by retail shoe merchants 
per pair of shoes grew wider as their costs of shoes increased, because 
their rate of profit remained substantially without change. 

(5) As a result the public had to pay prices for shoes that could not 
be justified, not only because retail shoe dealers took too much profit 
but because the dealer had to pass on to the consumer the excessive 
profits received by butchers for hides, and also the excess profits of 
tanners and shoe manufacturers. 

GENERAL CONDITIONS. 

During the progress of the war in Europe, even before the United 
States became a belligerent, the demand for leather and leather goods 
for the allied nations of Europe had a marked effect on prices. The 
demand was not only for large quantities of leather and shoes, but 
there was pressure for quick delivery. Either one of these factors 
would tend to stimulate prices, and both of them together brought 
rapid and marked advances in the prices of both leather and shoes, 

and also of hides and skins. 

1 
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2 LEATHER AND SHOE INDUSTRIES. 

When the United States. entered the war, there was immediate 
demand for shoes and other ^qtiipment made of leather to meet the 
requirements of the Army.- The shoes needed by the Government 
were required to he^iuie* of specified high-grade leather. Only the 
better grades of -Jiides* could be used in making such leather, and as 
a result hides/€£pfc*cially the better grades, rapidly advanced in price. 
The situation became so acute that in 1918 the War Industries Board 
undertook; to provide means of supplying the tanners with hides at 
fixed* maximum prices. Maximum prices for leather were also fixed 
. f br'the shoe manufacturers. The demand for labor in other indus- 
. fries compelled tanners and shoe manufacturers to increase wages. 

THE HIDE MARKET. 

There are two well-recognized classes of domestic hides, i. e., packer 
hides and country hides. Packer hides include those taken from 
cattle in regular slaughtering establishments, while country hides 
include all others, such as are taken off by small butchers and by 
farmers. The quality of country hides, as a class is generally con- 
sidered not as good as packer hides, and there has always been a 
differential in price in favor of the latter. 

Between 1914 and 1917, there was a remarkable advance in the 
prices of hides. From 1914 to 1917 the price of heavy native packer 
cowhides advanced more than 68 per cent, while the corresponding 
grade of country hides increased less than 42 per cent. The actual 
increase in price of packer and country cowhides in the two years 
was 13 cents and 7 cents per pound, respectively. A comparison of 
these actual increases with the percentage of increase indicates that 
the differential between packer hides and country hides widened 
beyond the usual proportion. 

More than 75 per cent of the cattle and 65 per cent of the calves 
killed by wholesale slaughterers in the United States are killed by 
five large meat packers. The best hides are taken off by these 
wholesale slaughtering concerns and the cattle killed by the five large 
packers are uniformly heavier than those killed by the smaller ones. 
These five large meat-packing concerns thus have a high degree of 
control of the grades of domestic hides that are reputed to produce 
the best grades of leather. Somewhat less than half of the hides used 
by the tanners of the United States are imported. Four of these five 
large packers produce a large proportion of the cattle hides that are 
available for import into this country. In those classes of hides that 
enter into the production of the lighter leathers there is not the same 
degree of control in the hands of packers as in the heavier grades, yet 
some of these same packers are very important factors in the country 
hide trade. Taking into account the extent to which these five 
large meat packers control the domestic hides, the extent to which 
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LEATHER AND SHOE INDUSTRIES. 8 

they control the hides that are available for import, and the extent 
to which some of them are engaged in the country hide business, and 
taking also into account the extent to which they are engaged in the 
tanning business, they seem to be in a position largely to control the 
hide market. 

The system of handling and marketing country hides is not satis- 
factory. The farmer, and often the small butcher, usually sell their 
hides without grading. As a consequence of this method of pur- 
chasing hides from the primary owner, it is often the case that no 
distinction is made between those hides that are well taken off and 
well cured and those that are not. 

THE TANNING INDUSTRY. 

During the four years, 1914 to 1917, the cost of producing sole 
leather increased from 9 to more than 20 cents per pound of leather 
produced. About 85 per cent of the increase was due to the in- 
creased cost of hides. The increase in cost other than for materials, 
including overhead expenses, during four years ranged from about 
1£ cents to 3 cents per pound of leather produced. For upper 
leather the increase in the conversion cost between 1914 and 1917 
was, in some cases, as much as 100 per cent, though the total cost 
of producing this class of leather, including the cost of the hides, 
was approximately only 70 per cent. The cost of producing kip 
upper leather, including the cost of the hides, increased during the 
four years about 75 per cent, while the cost of producing calf leather 
increased a little more. 

The earnings on investment in the tanning business were very 
much greater in 1916 and 1917 than they were in 1914 and 1915. 
The poorest results were in 1914. Of 53 representative companies, 
24 earned less than 10 per cent in 1914, and 11 had earnings of over 
20 per cent, while none earned as much as 40 per cent. In 1917 
only 2 of the 53 companies earned less than 10 per cent, 32 earned 
over 20 per cent, and 9 earned over 40 per cent. 

THE SHOE MANUFACTURING INDUSTRY. 

There was a great increase in the cost of producing shoes between 
1914 and 1917, the principal increase being in the cost of leather. 
Between 1914 and 1917 the cost of laather increased from 40 to 100 
per cent — in a majority of shoes the increase was over 50 per cent. 
The cost of materials other than leather, such as linings, trimmings, 
cartons, and packing cases, increased at approximately the same 
rate as leather. Labor and general expense did not increase at so 
great a rate as either leather or other materials. There was but 
little difference in the rate of increase in the various elements of cost 
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4 LEATHER AND SHOE INDUSTRIES. 

of shoes except for misses' shoes, which had a greater increase in 
leather cost than any other class, and children's and infants' shoes, 
which had a greater increase in cost for materials other than leather. 
It should be noted in this connection that leather constituted from 
50 to 70 per cent of the total cost of all classes of shoes in 1914, 
except infants', and by 1917 this percentage had increased to about 
60 to 75 per cent. 

The manufacturers' selling prices of shoes increased at a somewhat 
greater rate than costs. In 1918 costs in many instances were less 
than 1917, but reductions in selling prices occurred in only about 
half of the shoes showing reduced costs. 

The rate of return on investment was much greater in 1916 and 

1917 than in 1914 and 1915. Out of 236 companies where compari- 
sons could be made for these years, 23 had losses in 1914. By 1916 
earnings had increased until there were only 3 companies with losses, 
and in 1917 there were 8. There were 102 companies out of 236 that 
had earnings of 15 per cent or more in 1914, while in 1917 there were 
169 companies in this class. More than one-third of the companies 
here considered earned 25 per cent or more in 1917, .while only about 
one-sixth earned this much in 1914. Of 236 companies 104 earned 
25 per cent or more in 1916. 

SHOE MERCHANDISING. 

The gross profits of wholesale shoe merchants generally ranged 
above 20 per cent of the cost and they were somewhat greater in 

1918 than in previous years. 

There was a heavy increase in the price of shoes to consumers 
between the years 1914 and 1918. The retailers' gross profit is 
around 50 per cent — sometimes more and occasionally less. In 1914, 
the retail merchants 7 rate of profit was somewhat lower than it was 
in 1918. The absolute amount of profit per pair of shoes was very 
much greater in 1918 than in 1914. A good work shoe for men that 
cost the dealer $1.75 in 1914 and retailed for $2.50, cost him $2.75 
in 1918 and retailed for $4. In this instance the retailer took a mar- 
gin of 75 cents in 1914, or 42 per cent, and in 1918 a margin of $1.25, 
or 45 per cent." In a group of shoes that cost from $2 to $2.50 in 1914, 
a large proportion of them retailed for $3.50 with a percentage of 
gross profit ranging from 40 to 64 per cent. The same shoes in 1918 
cost the retailer from $3.05 to $4.45 per pair and retailed at from 
about $5 to as high as $7 per pair, with a gross profit ranging from 
39 to 69 per cent. In 1914 the retailers' absolute gross profit for 
this group averaged a little more than $1 per pair, while in 1918 it 
averaged more than $1.80 per pair. 

The absolute amount of money necessary to conduct business in 
1917 and 1918 was greater than in 1914, but the relative cost of 
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doing business practically did not change. The percentage of total 
sales of dealers that was expended for the conduct of business was 
approximately the same in 1917 and 1918 as it was in 1914. The 
volume of business of more than 50 wholesalers increased 32 per 
cent in four years while their actual expenses in dollars and cents 
increased only 24 per cent. The actual expense of 53 retailers 
handling a general line of good shoes was 26 per cent of their sales 
in 1914, and the expense of 61 dealers in 1917 was the same. Stores 
handling popular-priced shoes had a lower rate of expense m compared 
with sales than the general class of dealers. It is to be noted also, 
these popular-price stores had a lower rate of expense in 1918 than 
they had in years prior to that time. 

RETAIL PRICE OF SHOES. 

Taking into consideration all the circumstances, the high prices 
of shoes in 1917 and 1918 can not be justified. Leather manufac- 
turers, shoe manufacturers, and retail shoe merchants all made 
unprecedented profits. 

It should be noted in this connection that prices were bound to 
advance* considerably between 1914 and 1917, even though no large 
profits were obtained. There was an increase in the cost of hides 
and all other materials used in the manufacture of leather. The shoe 
manufacturer had to pay much higher prices for leather and other 
materials and also more for labor as the war progressed. While the 
shoe merchant did not take a larger percentage of profit on the cost 
of shoes, the application of the same percentage during the war as 
was used prior thereto, gave him a much larger absolute profit per 
pair of shpes. 

The best standard for judging whether or not the prices of a com- 
modity are reasonable is the percentage of the profit on the invest- 
ment employed in its production and sale. Measured by this stand- 
ard slaughterers took more than they should for hides, tanners 
charged more for leather than they should, and shoe manufacturers 
likewise charged too much for shoes. Even in 1914 the tanning 
industry was prosperous; in perhaps a majority of cases earnings 
were 10 per cent or more and only a very few suffered losses. By 
1916 and 1917 it was rather unusual for a company to earn less than 
20 per cent. A similar comparison for manufacturers of shoes shows 
that more than twice as many made a profit of 20 per cent or more 
in 1916 and 1917 as did in 1914. 

The rate of return on investment to shoe merchants can not be 
stated, but it is evident from the volume of business they had and 
from the gross margins of profit they secured per pair of shoes, that 
their business was very profitable. Taking into consideration all 
the circumstances, especially the circumstance that the United States 
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6 LEATHER AND SHOE INDUSTRIES. 

was engaged in war. the large profits taken by slaughterers for hides, 
by tanners and shoe manufacturers, and retail shoe dealers can not 
be justified, and there is consequently no justification for prices that 
consumers have been compelled to pay for shoes. 

Some relief from the intolerable prices paid by consumers for shoes 
may be had by (1) a rigid enforcement of the laws against monopo- 
listic control of commodities, (2) legislation forbidding producers of 
hides engaging in the tanning business, and (3) the adoption of a 
device in the distribution of shoes that will acquaint the consumer 
with the selling prices of the manufacturer. 
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CHAPTER I. 



IJTRODUCTIOJ. 



Section I. Origin of this investigation* 

During the latter part of 1917 there was general complaint about 
the high prices of shoes. At the same time complaints came from 
every section of the country concerning the low prices of country 
hides as compared with the prices of shoes and of packer hides. 
The prices of packer hides — that is, those taken off by the large 
slaughterers of the country — had advanced to a high figure. When 
the public complained of the high prices of shoes, the shoe manu- 
facturers pointed to the high prices of leather and the tanners pointed 
to the high prices of hides. The fanner and the country hide dealer 
asserted that country hides, which constitute a large percentage of 
the domestic supply, were relatively lower in price than they were a 
year before. They directed attention to the fact that whereas coun- 
try hides usually sold for 2, 3, or 4 cents per pound less than packer 
hides, they were then selling for 7, 8, and 10 cents less. 

The Commission undertook to ascertain such facts as would enable 
it to determine, if possible, where to place the responsibility of the 
high prices of shoes and the low prices of country hides as compared 
with packer hides. 

Section 2. Scope of investigation. 

The report deals with the prices of hides, general conditions in 
the hide market, the prices of certain kinds of leather, profits in the 
tanning industry, and a limited discussion of the cost of tanning 
certain staple leathers; the cost of manufacturing shoes and the 
profits in the shoe manufacturing business; the cost and selling 
prices (wholesale and retail) of shoes; and general conditions in the 
hide, leather, and shoe business. Most of the information covers 
the period from 1914 to the end of 1917 and in a few cases extends 
into 1918. 

In the course of another investigation the Commission found that 
some of the meat packers were largely engaged in tanning leather. 
In order to determine the extent of this packer interest in the leather 
business, a great mass of information was obtained from the tanning 
industry as a whole. The Commission thus had in hand considerable 
information that could be used as the basis for a general investiga- 
tion. This information consisted largely of investment, earnings, 
and production in the tanning industry. 
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It was then planned to ascertain the cost of producing the prin- 
cipal kinds of leather; the cost of producing shoes; and to investi- 
gate conditions in the hide business and in the merchandising of 
shoes. This plan was put into execution in January, 1917, but soon 
thereafter the demands of the War Industries Board for special 
accounting work in connection with the tanning industry made it 
impossible promptly to carry out the plan of the general investiga- 
tion. Compliance with these demands of the War Industries Board 
made it necessary to divert the accounting force from the general 
work to the special work for that board. This not only took the 
accountants who had been assigned to the cost work in connection 
with the tanning industry, but it also lessened the number that 
could be employed in connection with the inquiry into the shoe 
industry. The work of the general investigation was thus greatly 
delayed. 

When the armistice was signed, November, 1918, the necessity for 
resuming the work of finding the cost of producing leather did not 
seem sufficiently pressing to warrant the large expenditure of money 
that would have been required. This position was strengthened by 
the fact that the Commission had sufficient information in regard to 
costs which considered in connection with fairly complete data for 
earnings on investment to enable it to reach sound conclusions. 

A great deal of space might have been devoted to the technique 
of each branch of the business covered by the report. It has not 
seemed, however, that a discussion along these lines would be profit- 
able here. In the final chapter of the report, however, reference is 
made to such trade customs as will enable the reader to understand 
how the various products are marketed. 

A study of conditions in the hide market and in the merchandising 
of shoes was made along the lines originally planned, but it was 
also delayed because of the small force that was available. 

Section 3. Manner of contacting the investigation. 

All of the information secured was taken direct from the records 
of the companies except the statements of earnings and investment 
in the tanning business and similar statements from a portion of the 
shoe manufacturers. Special agents and examiners of the Commis- 
sion called upon hide dealers and shoe merchants and obtained facts 
relating to these businesses. There were also obtained from scores 
of individuals engaged in these branches of business expressions of 
opinions as to the causes of any unsatisfactory conditions that existed. 
The accountants of the Commission secured from the books of many 
shoe manufacturers the cost of producing various styles and grades 
of staple shoes, the prices at which they had been sold, and the 
margin of profit realized. No effort was made to secure the cost 
of fancy or novelty products. 
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Section 4. Vames o! companies not shown in connection with statis- 
tical tables. 

In order not to disclose the operations of any individual business, 
no names appear in any of the tables. Each corporation, copart- 
nership, or person has been given a number, and the number so 
given is applied to each concern wherever it appears in a table. 
Separate series of numbers are used for hide and shoe dealers, tan- 
ners, and shoe manufacturers. 

In descriptions of shoes all words have been omitted that might 
identify either the manufacturer making them or the merchant 
selling them. 

128129°— 19 2 
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CHAPTER II. 

THE HIDE MARKET. 
Section 1. Distinction between country hides and packer hides. 

There are two general classes of domestic hides, viz, packer hides 
and country hides. The former class includes those taken from 
cattle in the regular slaughtering establishments, while the latter 
class includes all other hides such as are taken off in small butcher- 
ing establishments and by farmers. The distinction between the 
two classes is well understood among dealers and tanners. It is 
universally recognized that as a class country hides are les3 valuable 
than packer hides. In accord with this accepted fact the former 
always sell for less than the latter. 

The reasons for this difference are, first, and perhaps mainly, that 
in the larger and better organized slaughtering establishments men 
are more skilled in taking off hides without scarring or cutting, and, 
second, such establishments are better equipped for curing them. 
This does not mean that all country hides are defective on account 
of being poorly taken off or on account of being badly cured. Some 
country hides are just as good in every respect as the best packer 
hides, but this is not generally true and, as will appear later, as the 
trade is now conducted, it is not always practicable for buyers to 
grade hides at the time of buying them. 

During the last two or three years the difference in price between 
packer and country hides widened until there was widespread com- 
plaint to the effect that this difference had reached a point that 
could not be justified by the difference in quality. In other words, 
the discrimination against country hides was alleged to be due to 
artificial causes. An extensive investigation of conditions in the 
country hide trade was made and the facts thus obtained are shown 
and discussed in this chapter. 

Section 2. Method of marketing country hides. 

As already stated, country hides include those taken off by farm- 
ers and small butchers. In some sections of the country large num- 
bers of cattle in the aggregate are slaughtered for home or neighbor- 
hood consumption. In addition to this a considerable number of 
cattle die of disease - and their hides are removed and sold. Hun- 
dreds, if not thousands, of small towns are at least partly supplied 
with fresh beef and mutton by local butchers and the hides taken 
from cattle so slaughtered are classed as country hides. 

The farmer sells to a near-by merchant or to representatives of 
hide dealers who travel through the country and collect them. The 
10 
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local butchers sometimes sell to hide dealers, who are in business on 
their own account or who buy for others. In certain centers are 
found large dealers who purchase from these local collectors. Some- 
times the farmer or local butcher markets his hides immediately 
after taking them off and the purchaser salts and cures them. In 
other cases the farmer or small butcher salts and cures his hides be- 
fore selling them. 

It is customary for the large dealer to pay a flat price rather than 
to grade them and pay a different price for different grades. When 
thus accumulated, the hides are graded according to quality and 
weight. It is apparent that the prices the dealer is willing to pay 
when buying in round ungraded lots depend upon his judgment 
as to quality. The representative of the large dealer is likely to be 
more expert than the farmer or small butcher or small dealer, and if 
so, he naturally takes advantage of his expert knowledge. The 
reeult may be, and sometimes is, that the price paid is too low, but 
an examination of the records of a large number of dealers does not 
indicate that, as a class, thev have taken undue advantage of those 
less skilled in judgment. 

It is thus seen that before a country hide reaches the tanner it may 
pass through three or four hands. The original owner of the hide 
may sell to a local merchant, the local merchant sells to a small 
dealer, the small dealer sells to a larger dealer, who in turn sells to 
the tanner. If, under the circumstances, this were as economical a 
system of marketing as could be devised it necessarily follows that 
if each purchaser realizes even a small margin of profit, there must 
be quite a wide difference between the price paid to the farmer or 
small butcher and the price paid by the tanner. 

Section 3. Prices of hides. 

The prices of hides advanced greatly during the last five years. 
This has been particularly true of those classes of hides used in the 
production of the header kinds of leather. Since 1914 these increases 
in the prices of important classes have amounted to more than 50 
per cent. Hide and Leather, a publication devoted to the interest 
of the hide trade and the tanning industry, publishes weekly com- 
parative prices of the principal grades of hides at Chicago. While 
these figures may not always exactly represent the entire market, 
they indicate the trend and for comparative purposes they are regarded 
as reliable. Tables 1 and 2, compiled from Hide and Leather, are 
shown below. These tables show comparisons for two periods in 
the year, viz, February and August, and they also show comparisons 
of prices for packer hides and country hides, respectively. Table 1 
shows the prices of packer hides and Table 2 the prices of country 
hides for the years 1909 to 1918, inclusive. 
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Table 1.— Comparative prices of packer hides at Chicago for 10 years, weeks ending Feb. 

t and Aug. S. 

[Compiled from Hide and Leather, Chicago.] 



Year. 



Spready 
steers. 



Feb. 
2. 



Aug. 
3. 



Heavy na- 
tive steers. 



Feb. 
2. 



Aug. 
3. 



Heavy Tex- 
as steers. 



Feb. 
2. 



Aug. 
3. 



Light Tex- 
as steers. 



Feb. 
2. 



Aug. 
3. 



Heavy na- 
tive cows. 



Feb. 
2. 



Aug. 
3. 



Light na- 
tive cows. 



Feb. 
2. 



Aug. 
3. 



Native 
bulls. 



Feb. 
2. 



Aug. 
3. 



1009. 
1010. 
1011. 
1912. 
1913. 
1914. 
1915. 
1910. 
1917 
1918. 



CU. 
161 
20 
16 

$ 

18 



31* 



CU. 

\n 

17 

a 

21 

34 
31 



CU. 

\n 

13 

151 

18 

18 

23 

»f 

Sir 
30r 



CU. 

17 

151 

15 

18 

18 

™ 
27; 
2ft 
32 
30 



CU. 

17 
14 
15 

m 

18 
19 
23 
24 
32 
28 



VU. 
13 

$ 

18 

20 

21* 

31 

18 



CU. 
14 
14} 
12 
14 
16 
Vh 
2$ 
22 
31 
30 



CU. 

14 
16 
17 
23 
22 

■a 



CU. 

15* 
13 

14; 

17 

17 i 

19 

26 

25 

31 

24 



CU. 

13 

11 

13 

14* 

15 

17| 

19 

25 

m 



CU. 



14 

15| 

16 

214 

21* 

27* 

21} 



Table 2. — Comparative prices of country hides at Chicago for 10 years, weeks ending Feb. 

% and Aug. 3. 

[Compiled from Hide and Leather, Chicago.) 



Year. 



Heavy 
steers. 



Feb. 
2. 



Aug. 
3. 



Heavy 
cows. 



Feb. 
2. 



Aug. 
3. 



Buffs. 



Feb. 

2. 



Aug. 



Extremes. 



Feb. 
2. 



Aug. 
3. 



Bulls. 



Feb. 
2. 



Aug. 
3. 



Calfskins. 



Feb. 
2. 



Aug. 
3. 



1909. 
1910. 
1911. 
1912. 
1913. 
1914. 
1915. 
1916. 
1917. 
1918. 



CU. 
14) 
11 
12 
15 
15 
16' 
21, 
19 
25 
25 



at. 

12* 

12 

101 

13 

14 

15 

20 

17 

22 

17* 



CU. 
14 

U l 
12 

15 

15 

16 

21 

20 

25* 

21 



CU. 
14 
9 
1$ 
15 
15 
17 
21 

2ft 
22 



CU. 
10* 
11 
9 
10 
12 
13 
15 
15 
19 
15 



CU. 
W 
16 
15 
17 

18; 

20 
22 
25 
34 
33 



Parity of prices of packer and country hides. — As heretofore indi- 
cated, the quality of country hides as a class is below that of packer 
hides and therefore a differential of price in favor of the latter obtains. 
There was apparently no complaint in regard to this difference in 
prices until the margin between the two classes of hides during the 
last two or three years widened until the actual difference in price 
was more than twice as great as that which had ordinarily prevailed. 

From the foregoing tables it can be seen that the prices of heavy 
native packer steer hides in Chicago in February and August, 1909, 
were 15f cents and 17 cents, respectively, and the prices of the same 
class of country hides on the same dates were 13J cents and 14 J cents, 
a difference of 2f cents per pound in February and of 2 J cents per 
pound in August. On corresponding days in 1917 the respective 
prices of these hides were 31 1 cents and 32 cents for packer and 23$ 
cents and 26i cents for country hides, a difference of 7| cents and 5$ 
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cents in February and August, respectively. The reasonableness of 
this widening of the margin should not be determined by these abso- 
lute figures. The fairest available basis is the percentage that the 
price of country hides is of the price of packer hides. In 1909 country 
hides sold for 15 and 13 per cent below packer hides in February and 
August, respectively, and in 1917 they sold for 25 and 18 per cent in 
February and August, respectively, below the price of packer hides, 
thus indicating that the actual margin was about three times as great 
in the latter period as in the former, while the percentage of difference 
was about twice as great in the latter period. 

To illustrate this point of difference exactly, an instance may be 
taken where packer hides sell for 20 cents and country hides for 17J 
cents and in which packer hides sell for 30 cents and country hides 
for 26i cents. The absolute difference in one case is 2\ cents and in 
the other 3$ cents, but the percentage of difference is the same in 
both instances, viz, 12 per cent. If the parity was right when the 
hides sold at 20 and 17 J cents, it was probably about right when they 
sold at 30 and 26J cents. As a matter of fact, no such identical parity 
has ever been maintained, but for many years prior to the war it 
was approximately so. 

As already stated, the departure from this ordinary parity was the 
occasion of great complaint. The difference came about by the price 
of packer hides .advancing much more rapidly than the price of 
country hides. The widening of the difference be tween the two classes 
is clearly brought about by comparing the prices at Chicago of heavy 
cowhides (packer) and No. 1 country heavy cowhides in a particular 
week in each year from 1913 to 1917, inclusive. Such a comparison 
is shown in the following statement from Hide and Leather: 

Prices of hides at Chicago for five years. 



Chicago packer and country hides. 



Heavy 
native 
cows. 



No.l 

country 

heavy 

cows. 



Week ending Oct. a, 1917 <*nte. 

Same week, 1910 do... 

Per cent increase, 1917 over 1916 

Same week, 191ft cents. 

Per cent increase, 1917 over 1915 

Same week, 1914 cents. 

Per cent Increase, 1917 over 1914 

Same week, 1913 cents. 

Per cent inorease, 1917 over 1913 



32 

26 
23.08 

24 
33.33 

19 
66.42 

72.97 



23 

21 

9.52 

20 

15.00 

41.54 
16 

43.7ft 



From the foregoing statement it will be seen that from October, 
1913, to October, 1917, heavy native packer cowhides increased in 
price from 18$ cents per pound to 32 cents per pound, or nearly 73 
per cent, while No. 1 heavy country cowhides increased from 16 
cents to 23 cents, or not quite 44 per cent. The margin of packer 
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above country hides was 2$ cents per pound in 1913, or 13$ per 
cent, while in 1917 the margin was 9 cents per pound, or 28 per cent. 
Thus the margin based on the percentage of value more than doubled. 
If the margin in 1913 was a fair one (and there is no reason to believe 
it was not), then the price of country hides in 1917 should have been 
approximately 27 J cents instead of 23 cents, unless there was some 
change in the relation of supply and demand for these classes of 
hides. 

Section 4. Gross profits of dealers in country hides. 

Representatives of the Commission examined the records of a large 
number of country hide dealers, and from these records were taken 
the prices these dealers paid for hides and the price at which they 
sold them. These were all of the larger dealers, mainly those who 
dispose of their hides direct to tanners. It was not possible to 
secure data from the smaller dealers — that is, those who purchase 
from the country merchant and farmer and who sell to larger 
dealers — for the reason that their records were not in such form as 
to permit the compilation of reliable statistics. The prices shown 
and discussed here are, therefore, the final prices and not the prices 
paid to the primary or first owner of the hides nor the prices that the 
small hide collector received for his product. 

In most instances it was not possible to obtain prices by grades. 
The selling price was frequently shown for different grades, but, as 
already stated, these dealers usually bought their hides at average 
prices for lots, and it was not possible to show the buying price for 
specified grades. To compare buying and selling prices grades had 
to be ignored, and the average price received for all hides have been 
compared with average price paid for all hides except in a very few 
instances where specific grades are indicated. 

The prices thus obtained have been tabulated and results are shown 
in Table 3 below. The best description possible is indicated, but it 
is usually not definite. Cowhides are distinguished from calf and 
kid as a class, but whether the hides in any class or group are No. 1 
or lower grade is not shown. For the purpose of showing the margins 
of profit realized by dealers, the comparison of such figures are useful, 
but they do not indicate the actual price paid and received for 
specific grades of hides. 
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Perhaps the most noticeable fact disclosed by the foregoing table 
is the wide range of prices paid and received by dealers. This is 
no doubt partly due to the wide difference in the quality of hides 
handled by various dealers, for it must be kept in mind that the 
prices are averages for all grades. That this disparity of price is 
not due chiefly to variations in the average quality, however, is 
evidenced by the fact that pronounced differences in price are shown 
in the few instances where specific grades are indicated. Upon the 
whole, the figures suggest that competition and supply and demand 
must have worked imperfectly in determining relative prices. 

There was a constant increase in price from 1914 to 1917 and a 
marked decline in 1918. Hides classified as " extremes," l which 
classification is perhaps the most definite shown in the table, prob- 
ably best illustrates the fluctuations in prices. The prices paid 
for this class of hides ranged in 1914 from 12f cents to 17f cents; 
in 1915 the prices increased and the range was from 15} cents to 
20 cents; by 1917 the prices had increased to a range from 20 cents 
to 27 cents; while in 1918, it dropped to a range of from 14) cents 
to less than 20 cents. Selling prices to tanners fluctuated in much 
the same manner. 

The margin of profit realized by dealers in country hides has on 
some classes been very liberal while on others it has been narrow. 
On calf and kip skins the margin has been wider generally than on 
other classes. During the last two years a number of dealers real- 
ized from 15 to as high as 40 per cent above the cost on calfskins 
and about as good margins on kip. These margins are gross and 
all the expenses of conducting business must be deducted before a 
net margin is shown. These expenses could not be obtained in a 
satisfactory manner. This was due in most eases to the fact that 
these dealers handled other skins, duch as sheepskins, and some of 
them other commodities, which could not be separated from the 
class shown in the table. 

* Extremes are hides ranging in weight from 2d to 46 pounds* 
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COSTS AND PROFITS OF TANNEBS. 

Section 1. Introduction. 

As already noted (see p. 8), the cost-accounting work which 
the Commission was called upon to do in connection with the con- 
duct of the war delayed the execution of the plan outlined for this 
investigation. The information in hand at the time of the signing 
of the armistice was sufficient to enable a conclusion to be reached 
as to the relative cost of producing leather in 1914, 1916, and 1917. 
There did not, therefore, seem to be any justification for further 
expenditure of money and further delay in completing the inquiry. 

The usual methods of the Commission were adhered to in com- 
puting costs. All expenses incurred in connection with hides, such 
as freights and handling, and all expenditures made for converting 
them into leather were allowed in arriving at costs. Depreciation 
of equipment was usually allowed as charged by the tanneries. An 
important item of depreciation occurs in connection with vats, and 
since these vats are so frequently renewed this is considered by the 
tanners an operating expense. Under, the circumstances this seemed 
reasonable, and it was so allowed. Interest and Federal taxes have 
not been allowed as elements of cost, but State and local taxes have 
been allowed. Selling expenses are not included in cost. 

Investment and earnings are shown for 53 companies. The net 
investment was used and arrived at by deducting current liabilities 
and reserves set up for depreciation from the total assets shown in 
the balance sheets. Investments in stocks and bonds and other 
outside investments were deducted. Bills payable are considered 
as current liabilities. This computation was made from the balance 
sheets at the beginning and the end of each year, and the average 
of these results was taken as the net investment for the year. 

The earnings were ascertained by* deducting from the total sales 
the cost and selling expenses. Wherever it was possible interest 
and Federal taxes were added to earnings, and all income from outside 
investments were deducted. 

The net investment of the tanning business as here described is 
compared with the net earnings from that business. 
20 
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Section 2. Cost of producing sole leather. 

The cost of producing sole leather is shown for five tanneries. 
The figures cover the three years 1914, 1916, and 1917. The five 
establishments had an average annual production of about 184,000,000 
pounds. The largest production of any one was, in round figures, 
124,300,000 pounds, in 1916, and the smallest was slightly below 
6,000,000 pounds, in 1914. The production in the various tanneries 
ranged in the year of largest output (1916) from less than 6,500,000 
to more than 124,000,000 pounds. The quantity produced by each 
tannery for each of the three years is shown in the following statement: 

Sole-leather production in pounds. 



1914 



1916 



1917 



Company No. 3... 
Company No. 4... 
Company No. 5-2. 
Company No. 6... 
Company No. 7... 



11,137,988 
108,496,028 

5,549,354 
43,055,537 

8,591,016 



11,724,780 
124,345,498 

6,454,754 
60,673,945 

8,139,390 



9,459,343 
90,790,645 

6,709 265 
50,930,391 

8,011,224 



There is thus shown cost for a group of establishments having a 
wide range of capacity. While these five tanneries may not fairly 
represent costs for the industry as a whole, they show costs in efficient 
tanneries and they show the extent of the increase in costs and where 
the increases occur. It is fair to assume that the increases shown 
for these tanneries fairly represent the increases in the industry. 
The costs in these five tanneries are shown in Table 4 below: 
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As already noted (see p. 8), the cost-accounting work which 
the Commission was called upon to do in connection with the con- 
duct of the war delayed the execution of the plan outlined for this 
investigation. The information in hand at the time of the signing 
of the armistice was sufficient to enable a conclusion to be reached 
as to the relative cost of producing leather in 1914, 1916, and 1917. 
There did not, therefore, seem to be any justification for further 
expenditure of money and further delay in completing the inquiry. 

The usual methods of the Commission were adhered to in com- 
puting costs. All expenses incurred in connection with hides, such 
as freights and handling, and all expenditures made for converting 
them into leather were allowed in arriving at costs. Depreciation 
of equipment was usually allowed as charged by the tanneries. An 
important item of depreciation occurs in connection with vats, and 
since these vats are so frequently renewed this is considered by the 
tanners an operating expense. Under the circumstances this seemed 
reasonable, and it was so allowed. Interest and Federal taxes have 
not been allowed as elements of cost, but State and local taxes have 
been allowed. Selling expenses are not included in cost. 

Investment and earnings are shown for 53 companies. The net 
investment was used and arrived at by deducting current liabilities 
and reserves set up for depreciation from the total assets shown in 
the balance sheets. Investments in stocks and bonds and other 
outside investments were deducted. Bills payable are considered 
as current liabilities. This computation was made from the balance 
sheets at the beginning and the end of each year, and the average 
of these results was taken as the net investment for the year. 

The earnings were ascertained by* deducting from the total sales 
the cost and selling expenses. Wherever it was possible interest 
and Federal taxes were added to earnings, and all income from outside 
investments were deducted. 

The net investment of the tanning business as here described is 
compared with the net earnings from that business. 
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Section 2. Cost of producing sole leather. 

The cost of producing sole leather is shown for five tanneries. 
The figures cover the three years 1914, 1916, and 1917* The five 
establishments had an average annual production of about 184,000,000 
pounds. The largest production of any one was, in round figures, 
124,300,000 pounds, in 1916, and the smallest was slightly below 
6,000,000 pounds, in 1914. The production in the various tanneries 
ranged in the year of largest output (1916) from less than 6,500,000 
to more than 124,000,000 pounds. The quantity produced by each 
tannery for each of the three years is shown in the following statement: 

Sole-leather production in pounds. 



1914 



1916 



1917 



Company No. 3... 
Company No. 4... 
Company No. 6-2. 
Company No. 6... 
Company No. 7... 



11,137,968 
108,496,028 

5.549,354 
43,055,537 

8,591,016 



11,724,780 
124,345,498 

6,454,754 
60,673,945 

8,139,390 



9,459,343 
90,790,645 

6,709,265 
50,930,391 

8,011,224 



There is thus shown cost for a group of establishments having a 
wide range of capacity. While these five tanneries may not fairly 
represent costs for the industry as a whole, they show costs in efficient 
tanneries and they show the extent of the increase in costs and where 
the increases occur. It is fair to assume that the increases shown 
for these tanneries fairly represent the increases in the industry. 
The costs in these five tanneries are shown in Table 4 below: 
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During the four years 1914-1917 the total cost of producing sole 
leather in the four tanneries for which the cost of hides are shown 
increased per pound of leather produced 8.9 cents, 10.5 cents, 12.8 
cents and 21.3 cents, respectively. In three of the four tanneries 
about 85 per cent of the increase was due to increased cost of hides. 
Material and labor and factory expense increased at a greater rate 
than the cost of hides, but altogether the tanning costs did not 
greatly affect the total cost of leather. In 1914 the cost represented 
by hides ranged from around 75 per cent of the total cost to as low 
as 60 per cent. By 1917 the percentage of the total represented by 
the cost of hides was slightly higher. The increase in tanning costs 
during the four years ranged from 1.6 cents per pound in Company 
No. 5-2 to 3.2 cents in Company No. 7. This emphasizes the im- 
portance of hides as a factor in the final cost of leather. In arriving 
at the cost of hides credit was given for offal sales. The value of 
offal in sole leather is very small. 

It is interesting to compare the increase in costs with the increase of 
prices received for leather. In Company No. 4 the cost in 1917 was 
37.7 per cent above the cost in 1914, and the prices received for 
leather were 60.3 per cent greater in 1917 than in 1914. In Company 
No. 6 the increase in cost of production was 44.3 per cent, while the 
increase in the price received was 65.9 per cent. In Company No. 
7, which had an extremely low cost in 1914, increase in cost was 
exactly 100 per cent, while the increase in the price received was 
76.2 per cent. It will be noted from the table that the great increase 
of cost for Company No. 7 was due very largely to the extremely 
low cost of the hides it used in 1914. 

Section 3. Cost of producing upper leather. 

The cost of producing upper leather is shown for only two com- 
panies, and it was possible to show in detail all the separate elements 
of cost for but one of them. They are both large and efficient com- 
panies, and probably represent a cost for operating expenses below 
the average. The figures therefore can not be considered as repre- 
sentative of cost in the industry. One company produced mainly 
calf upper only, while the other produced side, kip, and calf. Com- 
pany No. 1 had excellent records and the details of its operations are 
shown in Table 5 below. 
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Table 5. — Comparative eott of producing upper leather, years 1914, 1916, 1917. 
(Company No. 1— Average cost per square foot.) 





1914 


1916 


1917 


Hide coat 


•0.187 
.005 


10.336 
.007 


10.328 


Less offal 


.019 






Net hide cost 


.182 


.229 


.309 






Tanning costs: 

Materials 


.015 
.018 
.017 
.002 


.032 
.022 
.018 
.002 


.040 


Labor 


.030 


Factory expense . . , T , T T , , . . , T , , r , T T T . . T t , . . T T 


.028 


General and administrative expense , 


.006 






Total 


.052 


.074 


.104 






Total hide and tanning cost , 


.234 
.001 


.303 
.003 


.413 


Less credits (splits) .1 


.005 






Total net cost 


.233 


.300 


.408 








12,371,938 


10,439,755 


9,547,350 



From this table it is seen that the total cost of producing finished 
upper leather increased from 23.3 cents in 1914 to 40.8 cents in 1917, 
or an increase of 75 per cent. The net cost of hides, that is the cost 
after deducting the value of offal, increased from 18.2 cents per 
square foot of leather produced to 30.9 cents, or an increase of 70 per 
cent. The tanning cost increased from 5.2 cents in 1914 to 10.4 
cents in 1917, or exactly 100 per cent. Of the factors constituting 
tanning costs, tanning materials increased 167 per cent, while labor 
increased 67 per cent; factory expenses— that is general supplies and 
repairs, depreciation, etc. — increased 65 per cent; and administration 
expenses, which is a very small item per square foot of leather pro- 
duced, increased 200 per cent. 

The value of offal, such as glue trimmings and hair, has been 
deducted from the total cost of hides. The values allowed for splits 
are the credits shown on the books of the company. Labor and other 
expenses incidental to the production of splits is all charged to the 
finished leather. The credit for splits is very small per foot of leather 
produced, for the reason that practically all of this leather was made 
from calfskins and very few splits are produced in tanning this class 
of leather. 

Company No. 2 produced side, kip, and calf upper, but because of 
the manner of the accounts no details could be shown without an 
inordinate expenditure of time. There is shown here therefore only 
the total cost of finished leather. The costs are shown in Table 6, 
below. 
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Table 6. — Comparative cost of producing upper leather, years 1914, 1916, 1917. 
(Company No. 2— Average cost per square foot.) 



Side upper 

Kip upper 

Calf upper 

Production: 

Side upper feet. 

Kip upper do... 

Calf upper do. . . 

Total upper-leather production do. . . 



1914 



$0,234 
.201 
.216 



12,173,151 
11,348,488 
16,302,135 



39,823,774 



1916 



$0,280 
.246 
.285 



24,853,471 
12,482,443 
11,483,225 



48,819,139 



1917 



$0,328 
.353 
.387 



21,941,887 
9,433,749 
6,503,382 



37,879,018 



This company had a comparatively low cost due in a very large 
degree to the fact that it has ample capital to take every advantage 
of the hide market, and it often secures hides at a comparatively low 
price. Its cost of producing side upper leather increased 40 per cent 
between 1914 and 1917. The cost of producing kip upper during the 
same period increased about 75 per cent, while the cost of producing 
calf increased nearly 80 per cent. 

Company No. 2, which produced a large quantity of side upper, 
greatly increased its output of that class of leather in 1916, and the 
increase was fairly maintained in 1917. The falling off in the pro- 
duction of calf was due to a change in demand. On account of war 
conditions there was an extra demand for side upper leather and a 
corresponding falling off in the demand for the lighter leathers, such 
as calf and kip. The decreased production may account for the fact 
that in company No. 2 the increase in the cost of side upper leather 
was far below the increase in the cost of producing the lighter leathers. 

Section 4. Increased costs in 1918. 

Tanning costs for 1917 were appreciably higher in the latter part 
of the year than in the earlier months. This increase continued into 
the early part of 1918, as is shown by the costs found for the War 
Industries Board, when they were invariably higher and in some 
instances much higher than the average for the year 1917. Thus, 
while the cost for company No. 3 was 8.4 cents per pound for pro- 
ducing sole leather in the year 1917, in the first four months of 1918 
it increased to 11.6 cents, or 3.2 cents per pound. The costs of 
company No. 4 increased from 8.8 cents in 1917 to 9.1 cents for the 
first four months in 1918, or less than one-third of a cent a pound; 
the cost of company No. 5-2 increased from -9.9 cents in 1917 to 
13.2 cents for the month of April, 1918, or 3.3 cents; for company 
No. 6 the cost increased from 8.6 cents in 1917 to 10.4 cents for the 
first four months of 1918, or 1.8 cents increase; and for company 
No. 7 the increase was from 8.8 cents in 1917 to 9.7 cents for the 
first four months of 1918, or an increase of 0.9 cent per pound. 
128129°— 19 3 
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Hides were higher in their cost, and consequently the total cost of 
producing sole leather was considerably higher in 1918 than it had 
ever been before. 

The tanning cost of producing calf upper leather in tannery No. 1 
by April, 1918, had increased over the cost for the year 1917 by 
approximately 3.5 cents per square foot, but the cost of hides had 
decreased somewhat and the increase in the total cost of leather was 
very slight. In the case of company No. 2, in which no separate 
cost is shown for hides in 1917, the total cost of producing leather 
had increased 3.2 cents per foot in April and May, 1918, above tha 
average cost for the year 1917. 

The figures obtained for three companies that produced calf upper 
leather in 1918 indicate that the maximum cost was reached in the 
first two or three months of the year. In April and May the costs 
for two companies were lower than in January, February, and March, 
and in andther company the increase was slight, and in another com- 
pany the tanning costs were less in May than in April. The increase 
in the costs in the early months of 1918 were found in practically 
every item, including hides, labor, and tanning materials. The gen- 
eral administrative and miscellaneous expenses constituted a com- 
paratively small item and in some cases there was a slight increase, 
but it did not materially affect the total cost. 

Section 5. Investment and earnings in the tanning business. 

All of the tanners of the United States were requested to furnish 
balance sheets for the years 1914, 1915, and 1916. In connection 
with the work for the War Industries Board, balance sheets for 1917 
were secured from a large number of concerns whose costs were ascer- 
tained. Altogether there were found to be 53 companies whose bal- 
ance sheets and profit and loss statements were in such form as to 
enable a tabulation to be made showing the net investment and the 
net earnings from operations. 

The statements submitted by the companies for the years 1914, 
1915, and 1916 were sometimes not in such detail as were those which 
were secured by the accountants of the Commission covering the year 
1917. In connection with profit and loss it was not possible to deter- 
mine in many cases from the statements supplied by the companies 
whether the net earnings was a figure representing the earnings of the 
business before or after the payment of interest and Federal taxes. 
In most cases it would seem that Federal taxes and interest had been 
deducted in the income statements. For the year 1917 these items 
were usually shown separately, and where they had been deducted 
they were put back into earnings. The item of Federal taxes was 
much smaller in the years prior to 1917 than in 1917, and the exclusion 
of that item from net income does not so seriously affect the results 
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of their statements as it would have done to have excluded them 
from 1917. The results of these 53 companies are shown in Table 7 
below: 

Table 7. — Rates of earnings on investment in the tanning industry, 1914-1917. 





1914 


1915 


1916 


1917 


Company num- 
ber. 


1914 


1915 


1916 


1917 


Company num- 
ber. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


Rate of 
return 
on in- 
vest- 
ment. 


1 


Per et. 

7.64 

2.79 

23.44 

11.25 

7.31 

8.67 

1.33 

33.69 

16.85 

9.55 

11.06 

10.57 

13.07 

5.24 

10.24 

10.94 

4.94 

16.24 

121.95 

26.03 

4.87 

10.37 

23.12 


Perct. 
12.15 

6.76 
32.18 
45.76 
11.73 

4.54 

.23 

46.64 

18.29 

.07 

8.03 
17.96 
20.49 
20.46 

6.76 
14.79 

8.38 
17.33 
21.86 
22.91 
14.10 
13.49 

3.50 
13.84 
14.15 
14.25 
11.90 


Perct. 
35.22 
32.13 
48.57 
59.95 
19.82 
10.41 
32.53 
27.32 
44.23 
27.72 
29.03 
26.73 
67.89 
72.46 
32.60 
20.07 
19.47 
30.18 
51.73 
59.01 
77.80 
7.66 

*"42"02" 
39.44 
44.85 
13.10 


Perct. 
12.98 
29.73 
32.15 
46.77 
17.10 
14.65 
28.25 
18.81 
14.57 
42.30 
20.72 
68.85 
32.69 
34.36 
23.60 
58.93 
16.67 
30.28 
16.82 
85.09 
20.81 
13.94 
22.28 
15.51 
11.22 
27.64 
13.84 


28 


Perct. 

24.28 

9.09 

7.05 

14.94 

26.46 

9.97 

24.22 

9.58 

4.58 

10.15 

34.47 

11.92 

11.15 

16.57 

9.77 

19.52 

2.25 

26.00 

6.28 

6.25 

22.91 

12.48 

4.69 

4.16 

21.04 

5.82 


Perct. 
18.37 
3.27 
6.31 
17.70 
21.00 
8.92 
22.83 
11.37 
3.16 
9.37 
27.68 
18.21 
17.28 
83.99 
11.05 
17.39 
4.60 
74.82 
2.02 
2.67 
30.22 
3.71 
3.87 
14.28 
44.02 
15.38 


Perct. 

19.81 

8.82 

1.24 

26.31 

23.38 

23.52 

23.93 

22.03 

12.69 

10.09 

29.98 

21.22 

24.70 

69.97 

20.33 

31.28 

6.70 

150.16 

5.24 

6.88 

41.61 

9.30 

7.94 

26.97 

63.91 

18.99 


Perct. 
26.57 


2 


29 


19.66 


3 


30 


36.32 


4 


31 


36.13 


5 


32 


24.35 


6 


33 


32.88 


7 


34 


42.11 


8 


35 


21.70 


9 


36 


18.07 


10 


37 


21.20 


11 


38 


21.51 


12 


39 


28.82 


13 


40 


17.43 


14 


41 


42.41 


15 


42 


19.93 


16 


43 


19.91 


17 


44 


7.84 


|8 


45 


40.82 


19 


46 


28.73 


20 


47 


18.79 


21 


48 


37.50 


22 


49 


14.05 


23 


50 


16.96 


24 


51 


15.13 


25 


2.41 
12.66 
16.16 


52 


43.91 


26 


53 


18.87 


27 











1 Loss. 

It is a safe assumption that the 53 companies represented in the 
foregoing table are a fair index to the general conditions in the tanning 
business. The table includes a number of very small companies, a 
number of large ones, and a considerable number of what may be 
considered average concerns. 

The table shows a remarkable increase in the earnings in the 
tanning business since 1914. In 1914, the year of poorest results 
shown in the table, the industry as a whole was prosperous. Only 2 
companies of the 53 represented in the table incurred a loss from 
operations, and only 11 of the 53 showed earnings of less than 6 per 
cent, while a number showed earnings above 10 per cent, and several 
20 per cent and more. These rates of earnings were generally in- 
creased in 1915 and by 1916 they had reached large proportions^ and 
these high rates of earnings were well maintained in 1917. In 1916 
and 1917 it was rather unusual for a company to make less than 20 
per cent on its investment and in 1916, particularly, many of them 
made 40 per cent and mora, 
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The figures for earnings are in harmony with the comparisons 
already made between the cost of producing sole leather and the 
prices at which it' was sold. It will be recalled that the increase in 
price was considerably more than the increase in cost. The increases 
in this table point conclusively to the fact that these conditions 
existed in respect to most, if not all, kinds of leather. In 1916, there 
were only 8 companies out of 53 that had a net return on investment 
of less than 10 per cent, and in 1917 there was only 1 company that 
had a net return of less than 1 1 per cent, and this one earned over 7 
per cent. As already stated, most of them in both of these years 
earned from more than 20 to as high as 40 and 50 and 60 per cent, 
and some even higher. As will appear later (see Table 39, p. 100), the 
profits realized by tanners were generally somewhat higher than the 
profits realized by shoe manufacturers. 

The data on which Table 7 is based have been summarized and 
the results are shown in the statement below. The companies were 
divided into four groups. Group I includes companies having an 
investment of less than $100,000; Group II includes those having an 
investment of $100,000, but less than $250,000; Group III contains 
those having an investment of $250,000 and under $1,000,000; and 
Group IV contains those having an investment of $1,000,000, and 
over. 

Two of the companies in Table 7 are omitted from the summary, 
because they did not have figures for each of the years from 1914 to 
1917, and one company is omitted because its investment was very 
large and because its profits were abnormally low. The investment 
of this large company is so great that it dominates Group IV, and, 
in fact, its investment and its low rate of earnings so greatly affect the 
results of the total number of companies that its inclusion would show 
an average that does not represent the industry in general. 

Rates of earnings on investments of 50 tanning companies grouped according to amount 

of investments, 1914^1917. 



Groups. 


1914 


1915 


1916 


1917 


I. Under $100.000 


Per cent. 
9.7 
13.6 
12.4 
12.8 


Percent. 
15.7 
23.5 
16.0 
16.4 


Percent. 
24.0 
26.6 
30.4 
34.6 


Per cent. 
32.6 


II. $100,000 to $250,000 


34.4 


in. $350,000 to $1,000,000 


29.3 


IV. Over $1,000,000 


25.4 






Total 


12.9 


16.5 


33.8 


25.7 







The foregoing statement shows that the group of companies having 
the lowest investments also had the lowest rate of earnings for each 
year except 1917. In that year the group of small companies had a 
higher rate of earnings than the two groups containing the companies 
of largest investments. It will be noted from the statement that the 
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earnings of each groijp were very much greater in 1916 and 1917 than 
they were in the two preceding years except in Group II where the 
earnings in 1916 were only about 3 per cent more than they were in 
1915. 

The average rate of earnings for the 50 companies were practically 
twice as great in 1916 and 1917 as they were in 1914 and 1915. The 
year of highest earnings was 1916. It should be noted in this con- 
nection that the inclusion of the one very large company mentioned 
above would reduce the rate of earnings in Group IV from 5 to more 
than 10 per cent; in 1914 it would reduce it 5 per cent; in 1915, 5£ 
per cent; in 1916, 11 \ per cent; and in 1917, 6 per cent. With the in- 
clusion of the large company in the total the average rate of earnings 
are similarly reduced though not quite to the same degree. 
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CHAPTER IV. 



COSTS AND PROFITS OF SHOE MAHTTFACTTOEBS. 

Section 1. Introduction. 

The inquiry as to cost of production covered 34 companies. These 
companies operate factories from New England to as far west as St. 
Louis, Mo., and as far south as Atlanta, 6a. Of these companies 12 
made men's shoes only, 6 made women's shoes only, 3 made misses' 
shoes only, and 1 made children's shoes only. There were 2 of these 
companies that made men's, women's, misses', and children's shoes, 
and 1 made men's and women's only. All the factories making 
infants' shoes made other shoes with one exception. 

Costs were secured for standard staple shoes only, as comparative 
figures for novelties and fancy shoes were not available for the rea- 
son that there are such frequent changes in styles in these classes of 
shoes. In order to make comparisons, it was necessary to take only 
those shoes in which the grade and style did not change during the 
period covered. Only a small percentage of the various grades and 
styles made were covered by the inquiry. To have secured data even for 
all the standard grades and styles made in some factories would have 
involved a great length of time without adding value to the results. 
The shoes taken were representative of the various grades and styles 
of staple shoes from the very cheap to the best class of dress shoes. 

The accounts of the shoe manufacturers were generally in excellent 
form so far as individual companies were concerned. There was, 
however, a lack of uniformity in accounting that made necessary 
considerable adjustment in order to put the results on a strictly com- 
parable basis. The cost data were secured in great detail, and these 
data were classified into groups and results are shown separately for 
each general class of shoes. These classes are men's, women's, misses', 
children's, and infants' shoes. 

Schedules were sent to shoe manufacturers requiring balance sheets 
and profit and loss statements. More than 1,000 of these schedules 
were returned, but owing to defects only 237 were sufficiently complete 
and definite as to permit their use in the computation of rates of earn- 
ings. These 237 companies are from all sections of the United States, 
and their results are no doubt fairly representative of the industry as a 
whole. Some of the data for investment and earnings were secured 
from books of the companies by the accountants of the Commission. 

The period covered for cost of production was the five years ending 
with 1918, though data were not always obtained for each style of 
shoe for each year in the period. In tabulating the results the plan 
80 
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adopted was to show data for each shoe that was produced in three 
years of the period covered. In some years a style was not made, 
but was again taken up in the following year. All the cost data 
were secured during the year 1918, and the accounts of some factories 
visited in the early part of the year were not sufficiently complete 
to enable costs to be computed for that year. 

The table showing investment and earnings covers the four-year 
period ending with 1917. The field work on the investigation having 
been completed before the end of the year 1918, no balance sheets 
were secured for that year. 

Section 2. Cost of producing shoes. 

The dbst of production is shown for 33 of the 34 companies covered 
by the investigation. Data are shown for 12 companies manufac- 
turing men's shoes exclusively, for 6 companies producing women's 
shoes exclusively, 3 companies producing only misses shoes, and 2 
companies producing children's shoes exclusively. All of the shoes 
for infants were made by companies manufacturing other classes, 
except in one case. -There were 10 companies that made 2 or more 
classes of shoes and 2 of these companies made all classes except 
infants. These 33 companies are operating in all the principal shoe 
manufacturing centers from New England to St. Louis, Mo., and from 
Milwaukee, Wis., to Atlanta, Ga. They include factories ranging 
from moderately small to very large production. 

The cost of production is shown in a group of four tables, each 
table showing a separate subdivision of cost. The headings under 
which these tables are shown are: * 'Leather, " " Materials other than 
leather," " Labor," and " Overhead expense." 

Leather includes all leather of every character used in the produc- 
tion of the shoe. The principal items are upper and sole leather. 
Materials other than leather include linings, facings and stays of 
cloth, fiber and leather board parts, nails, thread and screws and all 
other findings as well as cartons and packing cases. 

Under the head of " Labor" is included the labor that was em- 
ployed directly in the production of the shoe except in a few cases. 
In a very few instances no distinction was made by the companies 
as between direct and indirect labor. The inclusion of some indirect 
labor in a few companies does not seriously impair the usefulness 
of the comparisons made. 

Overhead expenses include all items of factory expense other than 
material and direct labor. There are here included salaries of officers 
and office help, superintendence, indirect factory labor such as 
engineers, firemen and watchmen, power, light, heat, repairs, depre- 
ciation, royalties, office expense and all other general miscellaneous 
items. In most instances it was necessary to calculate the amount 
of overhead expense that was properly chargeable to each grade of 
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shoe. This was done in every case except for companies 115, 316, 
396, 478, 541, 543 and 849. The distribution of overhead expense 
was based upon net sales. The total overhead for a year was divided 
by the total net sales for a year to arrive at a percentage of overhead 
expense that should be applied to each particular shoe. The net 
selling price of each grade of shoe was multiplied by the rate thus 
found in order to arrive at the overhead expense \applicable to that 
particular shoe. This may be illustrated by the case of a factory 
whose total overhead expense amounted to $29,631 and the sales to 
$626,483. The overhead expense in this case was 4.7 per cent of the 
total sales. A shoe that sold for $1.90 would therefore have an over- 
head charge against it of 8.99 cents. This method was used ii^ all cases 
except in the seven companies noted above. In those companies 
no adjustment was made and the amount of overhead allocated to 
each grade or style of shoe by the company has been used in the 
table. There was no uniformity among the various companies as to 
the distribution of overhead. Some distributed it on a basis of 
material and labor, others used direct labor only, some distributed it 
on a basis of piece work labor, and others used a flat charge for all 
grades. Some guessed at it, while several used the method that 
has been adopted by the commission. Some tests were made as 
between the direct labor basis and the basis adopted here and the 
results in each case are almost exactly the same. 

The cost tables are followed by a table showing a comparison of 
the details of cost with the total cost for a few shoes of each class 
selected at random. There is another group of two tables showing 
first, the total cost (which is made up by adding together the items 
in the group of four tables) and the selling price and the margin 
between the two, and second, the total cost and manufacturers 
selling price of shoes with the percentage of increase or decrease of 
each for 1914 and 1917. These tables are shown in the section 
following. These tables, however, have been grouped under four 
appropriate class heads as above indicated. 

men's shoes. 

The details of the cost of producing men's shoes and the percentage 
of increase each year over the preceding year and over 1914 are shown 
in tables 8 to 11 inclusive. Both the details and total cost and per- 
centage of increase could not be shown conveniently in a single table. 
The totals are shown in both Tables 29 to 33 and 34 to 38 in section 
3 following. The companies are arranged in the same order in all 
the tables and the comparison of the totals with details is thus made 
comparatively easy. Eighty different grades and styles of men's 
shoes are covered by these tables. 

Cost of leather. — The cost of leather for men's shoes is shown in 
Table 8 below. 
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The costs of 47 different grades and styles of men's shoes pro- 
duced in 1917 was comparable with similar costs in 1914. The cost 
of leather in 1917 was over 40 per cent greater than in 1914 for 42 
of these grades and styles. There were 34 that had an increase of 
over 50 per cent, and 10 that had an increase of over 100 per cent. 
There was a general reduction in the cost of leather between 1917 
and 1918. The table shows 40 grades and styles of shoes that can 
be compared for these two years and 25 of these grades show a reduc- 
tion in the cost of leather. 

Other materials. — The cost and percentage of increase from year 
to year of materials other than leather are shown in Table 9 below. 
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Of the 47 styles for which comparisons can be made between 1914 
and 1917, 34 had an increase, in 1917, of more than 40 per cent over 
the cost in 1914. There were 24 styles that had an increased cost of 
over 50 per cent and only. 5 with an increased cost of more than 100 
per cent. In one factory, No. 233, 5 different grades and styles of 
shoes were made and the cost of materials other than leather in each 
of these shoes was 177 per cent greater in 1917 than it was in 1914, 
while the increase in the cost of leather for these shoes averaged only 
about 40 per cent. This was no doubt due to the extent to which 
substitutes for leather were used in the production of these styles. 
All these shoes except 1 style were of comparatively low grade. 
There were only 5 grades of shoes that had a less cost for materials 
other than leather in 1918 than in 1917, and there were a number of 
substantial increases. Of 40 shoes for which figures were shown, 18 
had an increase of more than 20 per cent in 1918 over 1917. „ 

Labor cost. — The cost of direct labor in men's shoes is shown in Table 
10 below: 
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There was considerable increase in labor cost in 1917 over 1914, but 
this factor did not increase at nearly as great a rate as either leather 
or other materials. Of the 47 comparable grades of shoes here under 
consideration, only 2 had as much a$ 40 per cent increase for labor in 
1917 over 1914. There were 44 grades that had an increase of less 
than 20 per cent. There were 23 that had an increase of less than 10 
per cent, and 1 had a decrease of a little over 3 per cent. 

Overhead expense. — The charges for overhead expense, which in- 
cludes all expense not included in the three preceding tables, are 
shown in Table 11. 
128129°— 19 * 
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A notable fact disclosed by the above table is the number of 
instances in each year subsequent to 1914 where overhead expense 
was less than in that year. Exactly 40 per cent of the comparable 
grades showed a decrease between 1914 and 1915, though it was 
usually small. Out of the 47 comparable grades the overhead ex- 
penses of 14 increased over 40 per cent between 1914 and 1917. An- 
other increased over 100 per cent; there were 9 that had an increase 
of less than 10 per cent and 14 had decreases. Thus, 50 per cent 
of the 47 shoes either had a decrease in overhead expense be- 
tween 1914 and 1917 or an increase of less than 10 per cent. Be- 
tween 1917 and 1918, 40 per cent of the comparable grades of shoes 
had a decrease in overhead expense. 

The absolute amount of overhead expense does not bear the same 
relation to factory output as do other elements of cost. The cost 
of materials chargeable against a pair of shoes is exactly the same 
whether the factory output is large or small. This is substantially 
true as to labor. Thus, actual outlay in labor and materials is 
governed by the number of pairs made. This, however, is not true 
of overhead expense. The charges for this element of cost must be 
distributed over the output. Many items of overhead expense, such 
as salaries of officers, superintendents, clerks, bookkeepers, deprecia- 
tion, and many other similar items, are practically fixed. They are 
the same whether the output is large or small. These expenses 
must be distributed among the number of pairs of shoes made. 
If the output is small, the charge per pair is high, and vice versa. 
During the war salaries increased, but in many cases the effect of 
this increase upon the charge per pair of shoes was more than offset 
by increased output. This accounts for the comparatively small 
increase per pair from year to year during the period and the many 
instances of decreases. 

women's shoes. 

The detailed tables for women's shoes cover 55 different grades 
and styles. Of this number the costs of 52 in 1914 are comparable 
with costs in 1917. 

Cost of leather. — The cost of leather is shown in Table 12 below: 
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LEATHER AND SHOE INDUSTRIES. 47 

All of the 52 grades and styles made in 1917 that are comparable 
with 1914, except one, had an increased leather cost of more than 40 
per cent, and this one exception had an increased cost of nearly 20 
per cent. There was an increase of nearly 75 per cent for 40 grades 
and styles of women's shoes. In other words, almost 80 per cent of 
the 52 grades and styles had an increased leather cost of more than 
75 per cent. There was an increase of over 100 per cent in 23 grades 
and 10 had an increase of over 125 per cent. 

There was a decrease of leather cost between 1917 and 1918 for 25 
of the grades and styles that are comparable as between those two 
years, and 14 of these decreases were 10 per cent or more. There 
was but one increase in 1918 over 1917 that amounted to as much 
as 20 per cent, and 9 of them amounted to less than 10 per cent. 

Materials other than leather. — The cost of materials other than 
leather for women's shoes are shown in table 13. 
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50 LEATHER AND SHOE INDUSTRIES. 

A comparison of the foregoing table with the table for leather cost 
shows that these other materials did not increase between 1914 and 
1917 as much as leather. Of the 52 comparable styles, only 12 
increased as much as 75 per cent as against 40 styles that had that 
much increase in leather cost. There were 8 styles that had an 
increase of less than 40 per cent, while there was only 1 that had as 
small an increase in cost of leather. There was 1 style that had a 
decrease. There were practically no decreases after 1915. There 
were 11 decreases in that year as compared with 1914, and in each 
instance the cost of materials other than leather in 1918 exceeded 
that of 1917, and in 15 of the 52 styles the increase exceeded 25 
per cent. 

Labor cost. — The cost of labor for women's shoes and the changes in 
this cost are shown in Table 14. 
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LEATHER AND SHOE INDUSTRIES. 53 

As in the case of men's shoes, the increase of labor cost in 1917 over 
1914 was at a much lower rate than the increase in leather and other 
materials. The increase exceeded 40 per cent in only five of the 52 
grades of shoes here considered. The increase was less than 20 per 
cent for 14 grades of shoes and there was a decrease in the labor 
cost of two styles. In 1918 the cost of labor over 1917 considerably 
increased, this increase ranging generally above 10 per cent, and in 
some instances over 25 per cent. 

Overhead expense. — A comparison of overhead expense is shown in 
Table 15 below. 
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As in the case of men's shoes, the increase of labor cost in 1917 over 
1914 was at a much lower rate than the increase in leather and other 
materials. The increase exceeded 40 per cent in only five of the 52 
grades of shoes here considered. The increase was less than 20 per 
cent for 14 grades of shoes and there was a decrease in the labor 
cost of two styles. In 1918 the cost of labor over 1917 considerably 
increased, this increase ranging generally above 10 per cent, and in 
some instances over 25 per cent. 

Overhead expense. — A comparison of overhead expense is shown in 
Table 15 below. 
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56 LEATHER AND SHOE INDUSTRIES. 

The above table shows these expenses greatly increased between 
1914 and 1917. The increase was over 40 per cent for more than 
half of the 52 comparable grades. There were 17 grades and styles 
that had an increase of more than 50 per cent. The increase for 21 
of the 52 grades was less than 20 per cent. There are a number of 
instances in which the overhead expense was less in 1915 and 1916 
than it was in 1914. For 25 per cent of the grades here compared, 
there was a less charge for overhead in 1918 than in 1917. 

Misses 1 shoes. — The details of costs for misses' shoes are shown in 
tables 16 to 19, inclusive. These tables cover shoes produced in 9 
factories and include 22 different grades and styles. Of this total 
number of grades, 13 are comparable as between 1914 and 1917, and 
11 grades and styles are comparable as between 1917 and 1918. 
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Of the 13 grades and styles shown in the above tables, where com- 
parisons are possible, they all had a cost of leather in 1917 of more 
than 60 per cent in excess of the leather cost in 1914, and 8 of them 
had an excess of over 75 per cent. Between 1917 and 1918 there was 
a general reduction in leather cost. Of the 1 1 comparable grades and 
styles, as between 1917 and 1918, 7 had a reduced leather cost. This 
was probably partly due to the increased use of substitutes. 

The cost of materials other than leather in 1917 exceeded the cost 
in 1914 as much as 60 per cent in only two instances, the increase 
generally falling between 45 per cent and 60 per cent. In only 2 
instances out pf 13 did it fall below 35 per cent, the smallest increase 
being slightly below 30 per cent. The cost of other materials in 1918 
was substantially greater than in 1917 in all cases. For two grades of 
shoes the increase was more than 75 per cent. It will be noted that 
the leather in nearly all these shoes cost less in 1918 than it did in 
1917. This fact, taken in connection with the uniform and sub- 
stantial increase in the cost of other materials, suggests that sub- 
stitutes for leather were used in misses shoes in 1918 to a very pro- 
nounced extent or that these other materials advanced in cost while 
the cost of leather declined. Perhaps both these factors contributed 
to these marked changes in cost between 1917 and 1918. 

As with all classes of shoes, labor cost in misses shoes advanced at 
a much lower rate than did leather or other materials. In about 
half of the shoes here compared the cost of labor in 1917 was less 
than 10 per cent above the cost in 1914. For only 3 grades of shoes 
did it increase as much as 25 per cent. 

children's and infants' shoes. 

The data here shown cover 30 grades and styles of children's shoes 
made in 9 different factories and 14 different grades and styles of 
infants' shoes made in 4 factories. 

Children's shoes. — Details of cost for children's shoes are shown in 
Tables 20 to 23, inclusive: 
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66 LEATHER AND SHOE INDUSTRIES. 

The increase in the cost of leather and other materials in chil- 
dren's shoes from 1914 to 1917 was at about the same rate as the 
increase in misses' shoes. There is also the same significant differ- 
ence seen in the costs of 1918 as compared with 1917. Of 12 grades 
and styles comparable in these two later years, one showed an increase 
in the cost of leather; one had the same cost, and 10 had a decrease. 
For materials other than leather, one grade had the same cost in 
1918 as in 1917 and 11 had substantial increases, 5 of the increases 
exceeding 25 per cent. 

The cost of labor in 1917 exceeded that of 1914 as much as 25 
per cent in but three grades and styles of shoes out of 16, and in two 
grades there was a reduction. In exactly half of the grades for 
which comparisons could be made, the increase in labor cost was less 
than 12 per cent. In 1918 the cost of labor exceeded that of 1917 
for all children's shoes except one grade and that was the same. 
The increase ranged from 6 per cent to 15 per cent, the prevailing 
increase being close to 12 per cent. 

The increase of overhead expense in 1917 over 1914 was less than 
22 per cent for 7 shoes out of 16 and for the other 9 it was over 50 
per cent. It was above 60 per cent for 6 grades and styles. 

Infants 1 shoes. — The details of cost for the 14 grades and styles of 
infants' shoes are shown in tables 24 to 27, inclusive. 
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Of the 14 different shoes included in the foregoing table the costs 
in 1914 can be compared with costs in 1917 for 9 styles. The cost 
of only 5 grades and styles made in 1917 can be compared with 1918. 

All of the shoes for which comparisons can be made as between 
1914 and 1917, had an increased leather cost of more than 63 per 
cent. Only 5 shoes made in 1917 can be compared with 1918, and 
in 4 of these the cost of leather decreased. The cost of materials 
other than leather in 1917 over 1914 showed an increase considerably 
below the increase in the cost of leather. This differs from the con- 
ditions shown for children's shoes in which the advance in the cost 
of leather and that of other materials was about the same. The cost 
of materials other than leather in 1918 in infant's shoes greatly in- 
creased over that of 1917. 

For the 5 comparable grades and styles as between 1917 and 1918 
there was a considerable increase in labor cost as between these two 
years. The overhead expense in 1917 greatly exceeded that of 1914 
in nearly every case. In only one instance was it less than 39 per 
cent. 

Comparison op details op cost with total cost, 1914-1917. — 
The percentage that some of the elements of cost is of the total cost 
of producing shoes changed materially between 1914 and 1917. This 
is especially marked in the cost of leather. The changes are due to 
the fact that the items in the 4 headings of cost shown in the tables 
of details of cost did not all change at the same rate. The increase 
in the cost of leather and other materials was much greater than in 
labor and overhead expense. To illustrate these changes during the 
four years ending with 1917, there has been made a random selection 
of 27 descriptions of shoes from among the 5 classes for which details 
are shown in Tables 8 to 27 inclusive. The total cost was found by 
adding the items of the details. The results of this computation 
are shown in Table 28 below. 
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Of the 14 different shoes included in the foregoing table the costs 
in 1914 can be compared with costs in 1917 for 9 styles. The cost 
of only 5 grades and styles made in 1917 can be compared with 1918. 

All of the shoes for which comparisons can be made as between 
1914 and 1917, had an increased leather cost of more than 63 per 
cent. Only 5 shoes made in 1917 can be compared with 1918, and 
in 4 of these the cost of leather decreased. The cost of materials 
other than leather in 1917 over 1914 showed an increase considerably 
below the increase in the cost of leather. This differs from the con- 
ditions shown for children's shoes in which the advance in the cost 
of leather and that of other materials was about the same. The cost 
of materials other than leather in 1918 in infant's shoes greatly in- 
creased over that of 1917. 

For the 5 comparable grades and styles as between 1917 and 1918 
there was a considerable increase in labor cost as between these two 
years. The overhead expense in 1917 greatly exceeded that of 1914 
in nearly every case. In only one instance was it less than 39 per 
cent. 

Comparison op details op cost with total cost, 1914-1917. — 
The percentage that some of the elements of cost is of the total cost 
of producing shoes changed materially between 1914 and 1917. This 
is especially marked in the cost of leather. The changes are due to 
the fact that the items in the 4 headings of cost shown in the tables 
of details of cost did not all change at the same rate. The increase 
in the cost of leather and other materials was much greater than in 
labor and overhead expense. To illustrate these changes during the 
four years ending with 1917, there has been made a random selection 
of 27 descriptions of shoes from among the 5 classes for which details 
are shown in Tables 8 to 27 inclusive. The total cost was found by 
adding the items of the details. The results of this computation 
are shown in Table 28 below. 
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74 LEATHER AND SHOE INDUSTRIES. 

It will be noted that leather constituted from about 50 to 70 per 
cent of the total cost of all classes of shoes in 1914 except infant's, 
where it usually constituted only about 40 per cent. By 1917 this 
percentage had increased to about 60 to 75 per cent for all clasess 
except infant's, where it had increased to about 50 per cent. In 
other words, the ratio of the cost of leather in shoes compared with 
the total cost increased about 20 to 25 per cent during the 4 years. 
The percentage that materials other than leather was of the total 
cost did not vary much in the 2 years here considered. The cost of 
other materials was less than 10 per cent of the total cost in 11 
styles of shoes in both 1914 and 1917; it was 10 per cent and less 
than 12 per cent in 11 styles in 1914; and 13 styles in 1917. It was 
12 per cent and less than 15 per cent in 2 styles in both 1914 and 
1917, and it was 15 per cent and over in 1 style for both years. 

Labor generally constituted a greater percentage of the total cost 
in 1914 than it did in 1917. There is no shoe shown in the table 
where comparisons can be made in which the percentage was not 
less in 1917, and in many instances it was very much less than in 
1914. In 1914 there were 9 of the 27 shoes shown in the table in 
which the labor cost was over 25 per cent of the total cost, while in 
1917 there were only 2. In 16 of the 27 shoes here being considered, 
the labor cost constituted between 15 and 25 per cent of the total 
cost in 1914 and 13 fell within this group in 1917, but of these 13 
shoes there was only 1 where the percentage was as much as 20 
per cent in 1917, while in 1914 there were 8 that had a percentage 
between 20 and 25 per cent. 

The percentage that overhead expense was of the total cost was 
less for all classes of shoes in 1917 than it was in 1914 except chil- 
dren's. For the latter class the reverse was true. 

Section 3. Comparison of total costs, selling prices, margins of manu- 
facturers, and increases in costs and selling prices, 1914-1918. 

The total cost of producing shoes, the net prices at which the 
manufacturer sells them, and the percentage that the difference 
between the costs and selling prices is of the cost are shown in Tables 
29 to 33, inclusive. There is a separate table for each of the 5 classes 
of shoes. A comparison of the increase of costs and selling prices 
from year to year, and of each year with 1914, is made in Tables 34 . 
to 38, inclusive. The total C03t of production shown in these tables 
was found by adding together the figures shown in the tables showing 
the details of cost. The prices at which manufacturers sold shoes 
were taken from their books and records. The selling price is the 
net price charged by the manufacturer for all companies except 7* 
This price was arrived at by taking the trade discounts from the 
-invoice ^price, except for 7 companies, namely, Nos. 115, 316, 396, 
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478, 541, 543, and 849. To ascertain the trade discounts in these 
factories would have involved a greater expenditure of time than 
the results would warrant. In fact, in some cases manufacturers 
claimed that no trade discounts were allowed. It should be par- 
ticularly noted that the prices shown are not the net prices realized 
by the manufacturer, but they are the prices he actually charged the 
buyer and out of these prices he must pay selling expenses. These 
selling expenses are usually a very small percentage of the cost of 
the shoes. There are very few instances in which they amount to 
as much as 5 per cent, and usually they are much below this. It 
wa3 impossible, however, to distribute the selling expense incurred 
by most of the factories over the different styles and grades of shoes 
included in the tables with any reasonable expenditure of time. 

Margins between costs and selling prices. — The margin between 
costs and selling prices in terms of actual money and percentages, 
are shown in the tables below. These tables include 190 different 
grades and styles of standard shoes. It should be pointed out that 
conclusions as to the return on investment can not be based upon 
the margins shown for these shoes. It should be kept in mind that 
only a few of the grades and styles of shoes made in any factory 
are shown in these tables. Furthermore, from the margin there 
must be deducted the expenses of selling. A factory may con- 
stantly sell a particular shoe at a loss and yet make sufficient profit 
upon other shoes to give it a satisfactory return on investment. 
The percentage of profit made by shoe manufacturers on their 
investment is shown later in Table 39. (See p. 100.) 
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An inspection of the above table shows that of 50 men's shoes, 
where comparisons can be made between 1914 and 1917, 34 had a 
gross margin of 7 per cent or more in 1914, and 38 were in this class 
in 1917. Only 10 had a margin of 20 per cent or more in 1914, 
while 17 had this high margin in 1917. In 1914 only 2 had a margin 
exceeding 30 per cent, while 8 exceeded this percentage in 1917. 

Of 53 women's shoes that are comparable in the 2 years, 39 had a 
gross margin of 7 per cent or more in 1914, while 43 had 7 per cent 
or more in 1917. This grouping, however, does not thoroughly reveal 
the difference in margins in the two years. In a classification with 
15 per cent as the minimum gross margin, it is found that 15 fell in 
this class in 1914, while in 1917 there were 20 that had a margin of 
15 per cent or more. Only 2 shoes had a margin of 20 per cent 
above cost in 1914, while in 1917 there were 6. In 1914 there were 
13 that had either losses or gross margins less than 7 per cent, while 
in 1917 there were only 9. 

The gross margins of profit on misses', children's, and infants' 
shoes were generally considerably greater in 1917 than in 1914. It is 
also true that on those shoes in these classes which were sold at a 
loss, the losses were generally greater in 1917 than in 1914. 

In the industry as a whole there was no great difference between 
the gross margins of profit in 1917 and 1918 for the comparatively 
few comparisons shown in the table. 

Comparison of increases in costs and selling prices, 1914-1918. — 
The percentage of increase or decrease in costs and selling prices for 
each year over the preceding year and over 1914 for each class of 
shoes is shown in Tables 34 to 38, inclusive. The figures as to costs 
and selling prices in these tables are the same as those shown in 
Tables 29 to 33, inclusive. 
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The foregoing tables show that for 137 shoes in which comparisons 
could be made the selling price advanced at a greater rate than costs 
between 1914-1917 in 76 instances, but in about one-fourth of these 
instances the excess of the advance of selling prices over costs was 
less than 1 per cent. Usually the advances in selling prices closely 
parallel the increases in costs, though there were occasional instances^ 
of marked departure from this general rule. 

In 1918 costs in many instances were less than in 1917, but reduc- 
tions in selling prices occurred in only about half of the shoes showing 
reduced costs. In a few instances prices decreased while costs 
increased. As already noted in the discussion of margins, total 
profits can not be determined by these comparisons. This is true 
because the shoes here compared represent only a part of the product 
of the factories. It will be recalled that only staple shoes are repre- 
sented in the cost tables, and in most cases only a small proportion 
of the staple shoes made in each factory. There may be many in- 
stances in which a part of the product is sold at cost or less than 
cost, while the profits made on the other part of the product will be 
sufficient to show a good return upon investment. It 'should be 
further noted in this connection that a part of the product of the 
factory may be sold at cost or less for a perfectly good reason, such 
as meeting competition. 

Section 4. — Investment and earnings of shoe manufacturers. 

Satisfactory data for investment and earnings were obtained from 
237 manufacturers. From these statements returns of earnings on 
investment have been computed. The investment is net. To find 
the net investment the values ascribed to good will, trade-marks, 
and patents, the amounts invested in other enterprises or other cor- 
porations, the current liabilities and certain reserves were added 
together, and the sum of these amounts was deducted from the total 
assets. In a very few cases it was impossible to separate the out- 
side investments as they were not shown in sufficient detail to make 
the segregation. In every case these outside investments were 
comparatively small. The current liabilities deducted were all of 
the accounts and bills payable. The usual deduction for reserves 
was the reserve for depreciation. In some instances the balance 
sheet showed an item of loans from stockholders. These loans have 
been treated as other bills payable, except where they were for long 
terms, and they are included in the deductions. In a few cases the 
deduction of such loans left a comparatively small amount for net 
assets, but the rule here described was adhered to in every instance. 

The earnings shown are those derived from manufacturing and 
selling shoes, but as just noted, there were a few instances in which 
outside investments could not be determined, and in these cases 
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the incomes from such investments were allowed to remain in the 
earnings. The instances in which these separations could not be 
made, however, were but few. All interest and Federal taxes that 
had been deducted by the companies before making up their income 
statement were put back with earnings wherever it was possible to 
determine the amounts of these items. In many cases, however, 
in the years prior to 1917 it was not possible to determine whether 
or not Federal taxes were included in earnings, and the accounts 
had to be accepted as shown by the statements submitted by the 
companies. The Federal taxes in these years, however, were com- 
paratively small, and did not seriously affect the rates on invest- 
ment. Wherever the earnings shown in the table vary from exact 
earnings, they are always smaller than the inclusion of Federal 
taxes would have made them. The accounts of some corporations 
disclosed a practice of crediting the loss and gain account with 
trade discounts taken on the invoices for materials and supplies. 
This treatment of these discounts sometimes resulted in showing a 
loss in manufacturing and selling, but in the final statement of the 
companies it resulted in a profit. All such discounts were treated 
as earnings. 

Attention is called to the fact that among shoe manufacturers 
there is nothing like uniformity in fiscal years. It was not prac- 
ticable to adjust the balance sheets to a uniform date, and the 
fiscal year of each company was adopted in making up the state- 
ment of investment and earnings. The year ending nearest to 
December 31 was taken in each case. The rates of earnings for the 
four years ending with 1917 are shown in Table 39. 



Table 39. — Rates of earnings on the net investment in the shoe manufacturing business, 

191+-1917. 


Company No. 


Rates of earnings— 


1914 


1915 


1916 


1917 


32 


Percent. 
^6.80 

8.54 
20.92 

4.94 
30.25 
17.12 
16.89 
20.65 

8.02 

1.46 

9.63 

5.60 
24.61 

4.64 
1 16.41 

8.97 
12.02 

7.75 
10.04 

2.37 
M.70 
15.83 
25.27 

5.72 


Percent. 

»15.76 

10.00 

41.80 

9.16 
18.50 

8.01 
24.52 
10.67 
23.05 

3.04 

2.45 

5.37 
52.67 
18.96 
111.09 
13.63 
15.96 

8.92 
17.39 
.61 
49.70 
14.03 
33.49 

5.73 


Percent. 

0.98 
10.02 
38.36 
12.32 
33.56 
15.33 
43.13 
29.92 
19.93 

9.01 
14.47 

7.99 
72.07 
18.01 
12.33 
25.89 
24.63 
14.51 
19.85 
12.47 
15.80 
18.09 
54.18 
23.77 


Percent. 
29.03 


35 


28.19 


41 


24.15 


44 


6.83 


50 


16.20 


52 


16.74 


53 


15.44 


56 


9.06 


50 


123.74 


63 


14.89 


64 


20.80 


78 


4.44 


79 


23.68 


80 


36.00 


81 


12.16 


82 


25.49 


88 


19.89 


96 


13.51 


102 


16.78 


105 


15.55 


106 


128.21 


107 


18.82 


110 


17.66 


112 


25.98 
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Table 39. — Rates of earnings on the net investment in the shoe manufacturing business, 



. ; » ■■ ■ 

••• /• 

Company No. • .•*• 

• • • 


Rates of earnings— 


•. # 1014 


1015 


1016 


1017 


115 


l^eflcent. 
. # I3.40< 
33;*0 
.80* 

ie!oi 

27.26 

4.30 

1.68 
16.70 
17.60 
16.14 
24.06 
16.65 
14.41 
10.02 
14.50 

3.05 

7.84 
10.04 
11 02 

5.21 
20.52 

7.82 
25.68 
11.31 
12.07 
13.73 

5.68 

7.57 
20.76 
13.08 
27.02 
10.88 

3.03 
26.00 

4.61 
37.24 
87.28 
20.78 
15.23 
18.72 
12.68 
.55 
14.10 

8.51 
15.08 
12.43 
10.76 
30.21 
13.87 

4.06 
17.20 
18.76 
15.26 
18.00 

1.07 
61.33 
57.93 
12.90 
17.91 
11.26 
19.48 
19.10 
31.20 
U1.64 
30.68 
15.07 
11.32 

8.70 
16.00 
40.25 
52.00 
13.30 
11.82 
13.71 
U.66 
10.00 

7.21 
30.26 
17.83 
13.85 


Per cent. 

7.00 

.•.13.46 

wroi 

12.25 
13.37 
17.33 
17.11 


Per cent. 
26.20 
30.31 

4.53 

80.41 

•36.64 

.•48.34 

.* 13JT0 

V *8*. 

* 30.S8, 

33J$ 

6.65. 
30.42 
31.88 

5.70 
21.70 
24.70 
18.02 
35.03 
15.66 
21.02 
32.05 
37.45 
26.37 
35.60 
21.88 
35.00 
15.70 
32.61 
40.02 
10.60 
43.57 
14.36 

4.01 
22.00 
14.42 
23.03 
46.08 
66.00 
34.53 
11.25 
36.10 
23.78 
25.42 
10.70 
18.35 
63.83 
41.63 
37.46 
10.86 
14.50 
15.67 
24.13 
18.11 
30.16 
11.02 
88.62 
38.10 
53.46 
35.04 
16. 10 

2.73 
64.63 
42.83 
32.44 
47.61 
23.07 
18.50 
16.70 
20.70 
16.80 
05.08 
26.37 
10.04 
31.80 
17.08 
22.02 
11.35 
35.42 
27.09 
12.03 


Percent. 
31.03 


126 


30.35 


127 


4.05 


129 


47.24 


130 . 


23.71 


146 


2.57 


149 . 


3.04 


159 ; 


20.48 


153 


' • 23.02 


165 


.* *. 10.83 


17g 


:* 15-32 
• .89? 40 


179 


48.80 
15.08 

6.01 
12.11 

8.57 

3.87 
16.40 
13.02 
20.68 
17.57 
14.82 
24.22 
18.30 
15.92 
14.40 

1.10 
21.13 
14.20 

4.26 
23.10 

1.20 

.02 

20.26 

14.74 

2.70 
50.12 
25.43 
11.31 
14.52 
12.06 
10.20 
21.03 

7.67 
16.54 
40.08 
16.04 
20.51 

4.02 
14.58 
16.80 
18.61 
10.23 

0.77 

13.35 

126.03 

32.81 

7.20 
21.00 
11.24 
16.83 
35.00 
45.40 
40.18 
42.67 
10.63 

6.39 
11.06 

6.21 
35.41 
.36 
17.53 
12.77 
17.52 
24.20 
12.00 

6.41 
21.00 
15.34 
20.45 


180 


• e&o/ 

8.70* 


181 


186 


22.*0C 
20.36 


187. 


180. 


14.64 


102 


31.02 




13.82 


195 . 


26.05 




18.20 


202 . * 


80.14 




24.22 


207 


4.01 




24.18 


210 


24.02 




22.14 


214 


23.50 




30.10 


216... 


13.37 




35.66 


210 


8.66 




7.34 


236 


45.64 




16-68 


240 


32.07 




55.34 


243 


38.05 




24.06 


250 


5.33 




33.77 


252 


7.20 




15.20 


250 


10.08 




18.32 


270 


20.07 




30.40 


280 


37.13 




13.04 


203 


16.32 




31.22 


317 


14.22 




10.15 


310 


22.20 




16.58 


324 


124.37 




37.08 


320 


27.44 




22.50 


334 „ 


20.02 




46.37 


337 . 


15.23 




44.20 


344 


25.60 




61.21 


362 


10.37 




23.36 


370 


22.05 




17.78 


375 


27.53 




62.01 


377 


18.81 




18.53 


383 


20.40 




15.12 


390 


18.86 




8.17 


304 


38. 29 




34.52 


405..;.I" 


14.00 
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Table 39. — Rates of earnings on the net investment in the shoe manufacturing business \ 



Company No. •" • # "• 




Rates of 


©amines— - 




1914 


1915 


1916 


1917 


406 : „•.•.%....% 

414 ?.V- 

424 . .-.V»V-*- 


Percent. 
12.66 
32.08 
16.46 
15.80 
44.77 
16.32 

9.10 
12.02 
34.40 
78.00 
16.38 
16.44 

7.62 
16.32 
17.29 
13.17 
13.83 
13.67 
11.72 
17.13 
18.68 

5.11 
11.41 
31.20 
12.30 
17.87 

9.03 
39.96 
17.31 

1.75 

4.16 
18.53 
23,84 
14.89 
13.03 
32.08 
14,88 
.81 
38.36 
32.84 
18.66 
18.88 

2.5S 
14.68 
38.09 
14.32 
26.10 
21.01 
36.21 
24.80 
13.13 
U4.42 

9.54 
23.40 
17.25 
21.16 
11.15 

9.18 

4.01 
23.96 
11.31 
154.36 
46.24 
19.40 
10.68 

7.31 
19.31 
20.98 
12.95 
16.18 

7.40 
23.70 

3.81 
20.21 

9.70 
U.24 

4.68 
27.38 
33.38 


Percent. 

14.15 

84.69 

4.68 

5.93 

84.66 

88.43 

4.86 

7.63 

28.92 

46.44 

10.59 

1.41 

5.81 

17.37 

16.75 

14.68 

17.63 

16.30 

20.73 

37.00 

15.04 

2.94 

10.96 

12.15 

6.02 

13.48 

9.42 

85.29 

34.45 

2.44 

6.38 

15.50 

9.77 

15.17 

10.48 

40.90 

21.89 

6.43 

30.24 

27.39 

7.50 

6.62 

13.65 

14.03 

27.39 

11.09 

28.85 

19.76 

44.13 

2.03 

4.42 

1.14 

11.74 

24.94 

18.18 

15.79 

6.99 

7.38 

15.17 

20.52 

6.51 

18.45 

27.77 

18.45 

1.22 

5.85 

11.27 

7.88 

14.53 

11.22 

4.40 

36.83 

2.85 

31.10 

12.88 

6.39 

11.96 

49.32 

39.78 


Percent. 

3.14 
41.17 
14.64 
17.42 
48.18 
24.75 
15.72 
17.38 
45.85 
51.46 
26.51 
15.64 
14.84 
83.27 
157.88 
13.65 
17.77 
43.76 
29.41 
39.40 
23.10 

6.22 
10.82 
18.75 
10.69 
24.66 
16.21 
32.99 
45.11 
11.73 
15.65 
82.70 
26.57 
19.41 
17.91 
69.85 
47.13 
10.02 
21.90 
16.93 
20.79 
16.43 
43.13 
16.00 
92.10 
• 10.79 
36.64 
39.07 
52.83 
51.33 
30.84 
22.56 
20.30 
25.21 
29.22 
22.40 
18.85 
10.42 
15.68 
19.84 
11.65 
58.80 
41.12 
25.56 
21.46 
17.56 
17.60 
19.73 
16.87 
22.24 
16.98 
46.24 
15.00 
60.77 
20.86 
25.86 
29.87 
42.02 
31.15 


Per cent. 
3.09 
37.17 
14.78 
26.18 
48.01 
1 5.40 


426 •..%...%.: 

434 • ........ .V! 


436 % .*.! 


440 ......V 

441 *V^....? 

453 • » \ •!►.%.! 


10.29 
17.17 
37.23 
40.45 
33.76 
10.87 
20.97 
34.71 
142.47 
12.62 
33.18 
20.26 


456. / # . *...• 


469l:... # .:.v 

463* *^. .• 




•4$.* 


M. 


Jot::: ::::: 


490 






26.26 


600 


28.42 
22.83 
8.74 
21.68 




606 




512 


37.38 

1.68 

30.19 

44.10 








621 


32.48 




36.81 


627 


16.48 
13.32 
64.83 
34.48 




632 




641 


21.69 




22.99 
4.35 
9.57 


544 


548 


562 


2.63 




25.17 
36.48 


666 




11.57 


571 


16.48 




27.74 


582 


15.41 




56.38 
2.63 
21.61 


684 




592 


41.64 




41.52 


600 


46.15 




47.32 
14.97 
10.86 


615 




623 


16.66 




6.68 


634 


26.06 




27.92 


640 - 


9.86 




17.63 


648 j 


27.15 




13.33 


650 


29.84 




51.57 


682 


21.47 




25.61 


692 «. 


19.33 


70S 


22.64 


718 


38.44 


720 


10.57 


722 


10.55 




12.83 


726 


44.76 




11.36 


745 


76.61 




21.07 


751 


8.81 


755 


8.67 


765 


30.66 


769 * 


12.68 



iLoss. 
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Table 39. — Rates of earnings on the net investment in the shoe manufacturing business, 

19U-1917-*3Qntimied. 



Company No. 





Rata of earnings— 




:/i?*. 


1915 

» 


1916 


1917 


• 

Percent* 


'jTer<ent. 


Per cent. 


Percent. 


18.44 




24.76 


13.83 


3.56 
7.31 


28; 48 
•17.28 


31.83 
10.27 


24.86 


20.29 


/ 31.66 


43.46 


9.05 


9.51 




16.98 


4.40 


8.32 


: • 14 -4* 


14.80 


7.57 


W» 


*• • 11.00 


3.57 


2.96 


6 63 


rsfi 


5.80 


13.97 


40.041 


U.03 


12.24 


4.05 


• # .7?6V 


14.00 


19.38 


30.35 


8.87 


7.93 


12.47 


8.16 


4.95 


15.34 


14.5CT 


7.84 


6.09 


12.58 


16.63 


22.28 


23.93 


20.05 


18.88 


23.45 


26.12 


22.51 


21.92 


19,83 


14.88 


31.57 


37.80 


8.26 


12.69 


24.61 


17.98 


14,30 


27.42 


18.74 


19.29 


25.46 


17.72 


17.11 


18.27 


20.61 


27.80 


25.91 


27.30 


49.69 


63.96 


98.82 


11.77 


6.74 


13.28 


18.80 


16.33 


8.09 


20.75 


11.40 


9.1$ 


5.45 


11.58 


14.73 


8.33 


3.85 


12.65 


5.78 


107.11 


15.00 


87.94 


15.55 


39.33 


32.35 


67.09 


27.81 


18.74 


20.87 


1.96 


37.21 


7.77 


4.41 


33.89 


62.48 


8.38 


1.95 


10.84 


21.38 


41.85 


48.71 


42.71 


33.84 


6.36 


12.86 


25.20 


25.33 


17.78 


2.21 


4.28 


13.56 


8.16 


8.45 


23.58 


30.17 


58.73 


48.67 


28.16 


32.34 


a 53 


10.44 


11.12 


28.64 


2.13 


10.90 


34.17 


39.39 


27.50 


36.81 


40.52 


21.41 


8.52 


2.85 


28.32 


15.14 


1.99 


14.33 


21.94 


24.39 


16. 5T 


22.10 


28.63 


28.52 


40.90 


68.17 


73.50 


39.18 


13.18 


1 13. 17 


16.20 


39.46 


8.54 


9.97 


10.86 


13.44 


13.42 


8.54 


29.77 


22.04 


3.32 


1.39 


6.54 


14.25 


4.28 


U1.51 


16.32 


36.25 


10.88 


17.26 


26.85 


25.48 


18.09 


9.31 


21.73 


29.15 


21.96 


33.16 


52.86 


43.15 


9.18 


10.70 


13.29 


11.29 


31.78 


3a 39 


48.10 


29.78 


5.93 


17.57 


29.86 


23.94 


»4.76 


4.63 


4.77 


4.09 



771.. 
773.. 
775.. 
782.. 
784.. 
787.. 
788.. 
794.. 
795.. 
798.. 
808.. 
820.. 
826.. 
834.. 
837.. 
841.. 
845.. 
846.. 
847.. 
848.. 
849.. 
855.. 
857.. 
867.. 
873.. 
878.. 
881.. 
886.. 
893.. 
894.. 
897.. 
904.. 
909.. 
912.. 
914.. 
916.. 
923.. 
924.. 
927.. 
929.. 
931.. 
952.. 
953.. 
956.. 
957.. 
958.. 
981.. 
962.. 
988.. 
973.. 
986.. 
988.. 
901.. 
995.. 
1001. 



iLoss. 

From a glance at the foregoing table it can be seen that the rate 
of return on investment was much greater in 1916 and in 1917 
than it was in 1914 and 1915. In 1914 and in 1915 there were 23 
and 22 companies respectively that had losses, while in 1916 and 
in 1917 there were respectively only 3 and 8 companies with losses. 

Not only was there a smaller number of companies that had either 
losses or low rates of earnings in 1916 and 1917, but that of those 
having higher earnings the number in the higher group was greater 
in these two years than in the two previous years. Thus the com- 
panies having rates of earnings of 15 per cent or over in 1914 were 
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102. In 1915 there were 98; while in 1916 there were 183 and in 
1917 there were 169. Another .group based on rates of earnings of 
25 per cent and above still-.^ufther emphasizes the much greater 
prosperity of the industry.m # \9f7 than in 1914. In 1914 there were 
41 companies which efflmecl'25 per cent or more, while in 1917 there 
were 92 companies "in. this class. In the year 1916, however, the in- 
dustry gener ally \ - Q3 # more prosperous than in any other year of the 
period covered. # 'lh that year there were 104 of the 237 companies 
shown i&/$ie>*'table that had earnings of 25 per cent or more. It 
wouhfcafjpfear from these figures, therefore, that taking the industry 
# as*flj apiiole it was much more prosperous in 1916 and 1917 than it was 
'•iik/the two preceding years. This not only is shown by the smaller 
• number of companies that suffered losses during the two latter years 
of the period but also the much larger number of companies that 
had earnings above 25 per cent. 

A summary of the data upon which Table 39 is based has been 
made and the results are shown in the tabular statement below. The 
237 companies in that table have been placed in five groups according 
to net investments. Group I contains those companies having an 
investment of less than $100,000; Group II includes companies hav- 
ing an investment of $100,000 and less than $250,000; Group III 
contains those having $250,000 but less than $1,000,000; Group IV 
includes those companies having an investment of $1,000,000 but less 
than $3,000,000; and Group V includes all companies having an in- 
vestment of $3,000,000 and over: 

Rates of earnings on investment* oftSl shoe manufacturers grouped according to amount 
of investment in 1914 to 1917, inclusive. 



Groups. 



1914 



1015 



1916 



1917 



Under $100,000—85 companies 

$100,000 to $250,000— 68 companies. . . . 
$250,000 to $1,000,000—74 companies.. 
$1,000,000 to i%000,000— 14 companies. 
Oyer $3,000,000—8 companies 

Average 



Percent. 
12.8 
16.7 
15.5 
15.0 
14.7 



Percent. 
14.6 
15.8 
15.2 
15.5 
14.6 



Percent. 
31.5 
25.2 
26.6 
26.3 
25.4 



Percent. 
26.5 
22.5 
25.0 
20.3 
26.8 



15.1 



15.0 



26.1 



24.7 



The above statement shows that companies with small capital had 
approximately as good earnings as those having larger investments. 
The rates of earnings on investments in the last two years of the 
period were much higher that in the two previous years. 

As in the case of tanning companies, shoe manufacturers had a 
higher rate of earnings in 1916 than they did for any other year. 
This was true of every group except those of $3,000,000 and over. 
In most of the other groups the earnings in 1916 were appreciably 
higher than in 1917. Notwithstanding the wide difference in the 
earnings of the first two years of the period and the last two years, 
the rates in 1914 and 1915 were liberal. 
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CHAPTER V. 



MARGINS AND PROFITS OF SHOE DEALERS. 
Section 1. Introductory. 

In the course of this investigation representatives of the Com- 
mission called upon shoe dealers, both wholesale and retail, in many 
of the principal cities of the country, from Massachusetts to Texas 
and as far west as Colorado. The dealers seen included 76 whole- 
salers and 1 14 retailers. From the books of these dealers there were se- 
cured the prices they paid for representative staple shoes of all grades 
and the prices at which they were sold. From these dealers were also 
secured statements in regard to the cost of doing business, and in re- 
gard to general conditions in the shoe trade during the past few years. 

The retailers seen were fairly representative of the shoe trade as a 
whole. They included those carrying a general line of good shoes, 
popular-price stores, syndicate stores, department stores, and a 
few stores handling a general line of military shoes. The whole- 
salers were fully representative of that branch of the trade. 

Section 2. Margins and profits of wholesale dealers. 

From the books of wholesale dealers, representatives of the Com- 
mission secured the prices paid by them for a number of staple lines 
of shoes and the prices for which these shoes were sold for the five 
years, 1914 to 1918 inclusive. With a few exceptions each style of 
shoe considered was carried by the merchant throughout the period. 

In order to assure exact comparisons, no shoe was taken unless 
the description and style number had been maintained for the 
period covered. The comparisons are, therefore, as exact as it is 
possible to make. While the description and style number of the 
shoe have not changed, this is not a guaranty that the quality has 
remained the same. In some instances the dealers stated that the 
quality has deteriorated. In other words, the standard of the quality 
in the last year or two was not as high as it was in the earlier years of 
the period. As will be pointed out later, this is alleged to be due to 
the use of leather of a poorer quality, the use of substitutes for leather, 
and to labor conditions that have made it impossible to maintain a 
high standard of workmanship. 

During the period covered there has been great increase in prices, 
with a corresponding increase in the margin of gross profit. The per- 
centage of profit based on cost in 1918 is generally above that of 1914, 
though the difference is not very great. 

The cost and selling prices and margins of profit on several hun- 
dred styles and kinds of men's, women's and children's shoes are 
shown in Tables 40 to 42 below. The shoes have been classified 
according to cost in 1914. The first group includes those that cost 
less than $1, the second group from $1.01 to $1.50, and so on by 
gradations of 50 cents per pair. 
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The foregoing tables are so complete in detail as not to require 
minute discussion. It can be observed at a glance what has been the 
movement of prices and margins for any shoe. A better view of the 
wholesale shoe business as a whole is shown in a summary of the fore- 
going tables in Table 43 below. This summary shows the average 
cost and selling price for ,each group of shoes classified according to 
cost in 1914, and the average cost, profit per pair, and the percentage 
of profit based on cost. 

Table 43. — Average cost and selling prices and margins of gross profit of wholesale shoe 
dealers, based on details in Tables 40 to 42, 1914, 1917, and 1918. 





1914 


1917 


1918 








Margin. 






Margin. 






Margin. 


Items (1914 cost range). 




Sell- 








Sell- 








Sell- 


















Cost. 


ing 




Per- 


Cost. 


ing 




Per 


Cost. 


ing 




Per 






price. 


Pol- 
lars. 


oent 

of 

cost. 




price. 


Dol- 
lars. 


cent 

of 

cost. 




prioe. 


Dol- 
lars. 


cent 

of 

cost. 


Men's: 


























Cost- 


























Less than H.51 


$1,287 


$1,545 


$0,258 


20.0 


$1,777 


$2,184 


$0,407 


22.9 


$1,854 


$2,304 


$0,450 


24.3 


11.51 to 12 


1.767 


2182 


.415 


23.5 


2.395 


2990 


.595 


24.8 


2.547 


3.150 


.603 


23.7 


12.01 to $2.50 


2.239 


2.715 


.476 


21.3 


3.271 


4.011 


.740 


22.6 


3.497 


4.254 


.757 


21.6 


12.51 to $3 


2.640 


3.223 


.583 


22.1 


4.146 


4.988 


.842 


20.3 


4.271 


5.277 


1.006 


23.6 


$3.01 to $3.50 


3.170 


3.792 


.622 


19.6 


4.841 


5.625 


.784 


16.2 


4.628 


5.588 


.955 


20.1 


Women's: 


























Cost- 


























Less than $1 


.879 


1.084 


.205 


23.3 


1.442 


1.785 


.343 


23.8 


1.558 


1.967 


.409 


26.3 


$1.01 to $1.50 


1.282 


1.567 


.285 


22.2 


2.025 


2.510 


.485 


24.0 


2.131 


2.629 


.498 


23.4 


$1.51 to $2 


1.694 


2.019 


.325 


19.2 


2.663 


3.226 


.563 


21.1 


2.748 


3.371 


.623 


22.7 


$2.01 to $2.50 


2.163 


2.485 


.322 


14.9 


3.113 


3.978 


.665 


20.1 


3.522 


4.189 


.667 


18.9 


Children's: 


























Cost- 


























Less than $1 


.711 


.866 


.155 


21.8 


1.127 


1.377 


.250 


22.2 


1.209 


1.477 


.268 


22.2 


$1.01 to $1.50 


1.213 


1.470 


.257 


21.2 


1.736 


2.127 


.391 


22.5 


1.839 


2.279 


.440 


23.2 


$1.51 to $2 


1.655 


2.047 


.392 


23.7 


2.247 


2.780 


.533 


23.7 


2.360 


2.927 


.567 


24.0 



The figures in the foregoing tables taken in connection with the 
cost of doing business (see p. 153) show that the profits of the whole- 
salers have been greater under a period of high prices than they 
were in the period of lower prices. This is indicated by the fact 
that the cost of doing business as compared with sales has been 
about the same throughout the period, while the percentage of 
gross profit has in general increased throughout the period. It 
should be pointed out, however, in this connection that the amount 
of capital necessary to carry a given stock of shoes was much greater 
in 1917 and 1918 than in 1914. Since the cost of doing business as 
based upon sales has remained practically stationary during the 
period and the percentage of profit based on cost prices has slightly 
increased, it must follow that the wholesale shoe business as a whole 
was actually more profitable in 1917 and 1918 than in previous years. 
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Section 3. Margins of Profits of Retail Dealers. 

Data similar to those obtained from wholesale dealers were secured 
from the books of a large number of retailers. As in the case of 
wholesalers, the costs and selling prices were obtained for hundreds 
of kinds and styles of standard staple shoes and from these figures 
have been computed the gross margin of profit per pair and the 
percentage of profit based on cost. This information was obtained 
from representative retail dealers of all classes. As in the case of 
wholesalers, there was found great increase in prices during the 
period covered. The cost and selling prices and gross margins of 
profit for retailers for the five years, 1914 to 1918, inclusive, are 
shown below in Tables 44 to 46, for men's, women's and children's 
shoes, respectively. The shoes have been grouped on the basis of 
cost in 1914 in the same manner as has been done with respect to the 
wholesalers. 
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152 LEATHER AND SHOE INDUSTRIES. 

A very great increase in the prices of shoes is clearly indicated in the 
foregoing tables. The citation of a few examples will be sufficient to 
emphasize these advances in prices. For instance, a man's work shoe 
that cost $1.75 in 1914 and sold for $2.50, cost the retailer $2.85 in 
1918 and sold at $4. In 1914 the retailer made a profit of 75 cents on 
this shoe, while in 1918 he made a profit of $1.15, but his percentage 
of profit was less in 1918 than in 1914. A dress shoe that cost $1.90 
in 1914 and retailed at $2.50, cost $4.75 in 1918 and retailed for $7. 
In the former year the retailer made a profit of 60 cents per pair and 
in the latter, $2.25; his percentage of profit in 1914 was less than 32, 
and in 1918 it was more than 47. Taking the group of shoes costing 
from $2 to $2.50 in 1914, it is found that a large proportion of these 
shoes retailed at $3.50 per pair; the same shoes in 1918 retailed 
generally at from about $5 per pair to as high as $7. The retailer's 
profits on this group of shoes in 1914 averaged about $1.07 per pair, 
while in 1918 they averaged $1.82 per pair. The retailer's percentage 
of profit on this group of shoes in 1918 was more than 50 per cent 
while in 1914 it was less than 47 per cent. In the next higher group — 
that is, shoes costing from $2.50 to $3 per pair — they sold generally 
at $4 per pair, while in 1918 the shoes in this group sold at prices 
ranging from $6 to $8 per pair. In the group of shoes that sold 
generally at $5 per pair in 1914, the price ranged from $6.50 to as 
high as $-10 per pair in 1918. 

In the case of women's shoes, the conditions were substantially the 
same. Shoes that cost around $2.50 to $3 per pair in 1914 brought 
from $4 to $6 in 1918. 

Children's shoes that cost less than $1 per pair in 1914 and sold 
from $1 to $1.50 per pair, generally cost less than a third more in 
1918, and sold at prices ranging around $1.50 to $2 and sometimes 
above. The group of children's shoes covering the bulk of the 
popular-priced good article cost an average of a little above $2 in 
1914 and sold around $3, while the same shoes in 1918 cost well 
above $3 and sold around $5. 

The most noticeable profits per pair are found in military shoes. 
Prior to 1917 the sale of these shoes was comparatively small. At the 
outbreak of the war this trade grew enormously and prices advanced 
to an unprecedented figure. For instance, an officer's military boot 
that cost $12 in 1916 and retailed for $18.50, cost $20 in 1918 and sold 
for $30. The shoe dealer in 1916 made a profit of $6.50 per pair on 
this boot, while in 1918 he made a profit of $10. While the per- 
centage of profit based on cost was not a great deal larger on military 
shoes than other shoe3, yet because of the higher first cost, the profits 
per pair were very much greater than in the case of any other class. 
There does not seem to be any justification for the enormous prices 
charged the officers and men of the Army for their shoes. 
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A summarization of the facts in the foregoing table is shown in 
Table 47 below. From this summary it will be seen that on men's 
shoes ranging in cost from less than $1.50 to $5 in 1914, the retailer 
made a gross margin of profit of from less than 50 cents to $2.90, 
while in 1918, his gross margin of profit on the same shoes ranged 
from about $1 to more than $4 per pair. In women's and children's 
shoes the difference in prices and margins for the two years was about 
the same as for men's. It should be pointed out in this connection 
that the percentage of profit on men's shoes based on cost was 
was generally somewhat higher in 1918 than in 1914, while for women's 
shoes this percentage was in general about the same, and on children's 
shoes it was less. 

Table 47. — Average cost and selling prices and margin of gross profit of retail shoe dealers, 
based on details in Tables 44 to 46—1914, 1917, and 1918. 



Section 4. Cost of doing business. 

The dealers interviewed practically all stated that the cost of 
doing business in 1917 and 1918 was greatly in excess of that of 1914. 
The statements submitted by them showing their gross sales and their 
total expense, however, do not confirm these claims. It is true that 
the actual amount of money expended in the course of conducting 
the business was greater during the last year or two than in previous 
years, but the volume of sales was also much greater and the per- 
centage of sales required for the expenses was practically the same 
in 1917 as in 1914. In practically all cases the net profits in the 
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business were greater in 1917 than they were in 1914. The larger 
net profits, notwithstanding the larger actual expense of doing busi- 
ness, were due to the greatly increased margins of profit per pair of 
shoes sold. ' 

It was not always clear whether the item of rent was included in 
the expense account or not, but the statement of individual dealers 
include the same items for each year and the figures are, therefore, 
strictly comparable. The expense of 52 wholesalers reporting for 
the year 1914 was 13.8 per cent of their sales, and the expense of 57 
wholesalers reporting for 1917 was 13 per cent. The actual sales of 
the 52 dealers reporting in 1914 were 32 per cent greater in 1918 
than in the former year, while their actual expenses increased only 
24 per cent. 

The figures submitted by retailers show substantially the same 
results. Thus the actual expense of 53 retail dealers handling a 
general line of good shoes in 1914 was 26.3 per cent of their sales, 
while the expense of 61 retail dealers in 1917 was 26.2 per cent of their 
sales. Nine department stores reported sales of nearly $2,700,000 in 
1914, with an expense of a little more than $800,000, which expense 
was 30 per cent of their sales. The same stores reported sales of 
$4,500,000 in 1917, with expenses of $1,168,000, or 25.6 per cent of 
their sales. This shows an increase in sales of 69 £ per cent and an 
increase of actual expense of only 44£ per cent. Four stores handling 
popular-price shoes show expenses to be 22.7 per cent of the sales in 
1914; in 1915 9 stores reported their expense to be 22.3 per cent of 
their sales, and the same 9 stores in 1918 had an expense of 19.8 
per cent. Only a few syndicate stores supplied statements of ex- 
pense. In 1914 the expense of 4 such stores was 23.7 per cent of 
the sales, and in 1917 the expense of 5 stores was 26.6 per cent thus 
indicating an increase. The expense of 4 stores handling a general 
line of military shoes was 30 per cent of the sales in 1915 and 27.9 
per cent in 1917. 

Section 5. Profits of dealers. 

A great increase in the prices of shoes of all kinds and the universal 
complaint in regard thereto have raised the question as to the reas- 
onableness of the prices charged the consumer, particularly during 
the last two years. Prices are not unreasonable simply because they 
are high. Their reasonableness or unreasonableness is determined by 
the fact as to whether or not the merchant could have realized a 
reasonable profit by charging less. To determine this question it is 
necessary to consider several factors, among which are capital 
employed, the expense of doing business, and the volume of business. 

The successful merchant must carry such a stock of goods in 
variety, style, and price as "will enable him to meet the wants of his 
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trade. In recent years there has been a demand for such a variety 
of styles of shoes as to increase the stocks of the average shoe mer- 
chant. This has resulted not only in the use of more capital, but it 
has added greatly to the odds and ends that must be sold at sacrifice 
prices at the close of each season. Any general advance in the prices 
paid for shoes increases the amount of necessary capital required if 
the usual variety of styles is carried. Any variation in the cost of 
conducting a business is at once reflected in the statement of profits 
and must be taken into account in considering the reasonableness of 
any changes in prices charged. 

As already shown (see p. 153), the percentage of total sales neces- 
sary to cover the cost of selling shoes has remained practically with- 
out change during the last five years. As there stated, this does not 
mean that expenses have not increased, but it merely means that 
they have not increased at a more rapid rate than the volume of sales 
has increased. The volume of business as measured in money has 
greatly increased since 1914. There are not available any exact data 
as to changes in volume of business as measured by the number of 
pairs of shoes sold. From the best information at hand it seems safe 
to assume that the number of pairs of shoes sold in 1917 and 1918 was 
probably less than in the immediately preceding years. In the first 
place, some millions of men have been called into the Army and Navy 
and most of their trade was lost to the shoe merchant. In the second 
place, the extremely high prices tended to induce economy in the 
purchase of shoes by a large class of people. On the other hand, 
however, the smaller purchases of this class were at least partially 
offset by the increased buying ability of another class of people. 
There was a very great increase in wages and the wage earner prob- 
ably bought as many or more shoes at the higher prices than he had 
formerly bought when prices were lower. 

Taking into account all the factors above noted and considering all 
other circumstances, it is difficult to escape the conclusion that the 
shoe dealers, especially retailers, have charged more for shoes than 
they should. 
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GENERAL COVDITIOffS IN THE LEATHER AVD SHOE INDUS- 
TRIES AM) COHCLUSIOHS OF THE COMMSSIOff. 

I. THE HIDE BUSINESS. 

Section 1. Competitive conditions in the country hide trade. 

Particular inquiry was made among dealers in country hides as to 
the extent and character of competition in their business. The 
dealers seen were mostly those who finally distribute the hides to the 
tanners. It was impracticable to interview the large numbers of 
junk dealers and small merchants who buy hides direct from farmers 
and small butchers, though an appreciable number of the large 
dealers seen have agencies that deal direct with the primary owners 
of the hides. The hides taken off by the small butcher are often 
bought by the large dealer. The representatives of the Commission 
thus came in contact with all phases of the country hide business to a 
sufficient extent to form a fair judgment of conditions in the trade 
generally. 

Some of the dealers were disinclined to discuss competitive con- 
ditions, apparently fearful that their expressions might be traced to 
them and their business injured by rivals. The great majority, how- 
ever, gave free expression to their estimate of the character of com- 
petition they encountered in buying and selling. It was developed 
during the inquiry that in some sections of the country largo dealers 
practically control the country hide business, while in other sections 
a larger number of buyers were active and competition was keener. 
The outstanding facts disclosed by these inquiries are: (1) That in 
large sections of the country the hides pass through two or three 
and sometimes four hands before they reach the tanners, while in 
other sections there is but one, or at most not more than two, dealers 
between the original owner of the hide and the tanner; (2) that in 
some sections of the country, notably in New England, Pennsylvania, 
and the Southwest, the business is dominated either by a single 
large tanning organization or by subsidiaries of the large meat 
packers. As already noted, this condition apparently does not exist 
in all sections of the country, but it does exist in some important 
territories. One of the most important sources of the supply of 
country hides is Texas, Oklahoma, Louisiana, and Arkansas. In 
156 
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this territory the country hide business is largely in the hands of 
John Finnigan & Co., a subsidiary of the Central Leather Co. The 
headquarters of this hide company is at Houston, Tex. It has 
numerous branches throughout Texas and Oklahoma and some in 
Louisiana and Arkansas. 

The Central leather Co. also handles hides in Pennsylvania 
through another subsidiary, the Key Stone Hide Co. In New York 
and New England certain rendering companies controlled by the 
large meat packers handle great quantities of hides. They are 
especially active in the purchase of calfskins from small butchers, 
which class of trade is a part of the country hide business. 

With respect to the character of competition, the information is 
not specific as to the methods employed, but there is a general 
unanimity of expression that in the southwest territory, including 
Texas and Oklahoma, the Finnigan Co. dominates the business and 
has resorted to methods that the trade considers unfair. A dealer in 
Memphis, Tenn., asserted that the small independent buyers through- 
out the South and Southwest were gradually being forced. out of 
business by these methods. John Finnigan & Co. was pointed out. 
as the principal cause of this condition. The network of subsidiaries 
and branches of the Finnigan Co. was alleged by this dealer to control 
practically all the country hides in the territory covered. He 
declared that the usual system adopted by Finnigan to drive out an 
independent buyer was to furnish capital to, or "grub stake," a local 
opposition buyer, instructing him to pay a few cents above the market 
price, thus forcing the independent concern either to lose money or 
quit business. As a result of this character of campaign the Finnigan 
Co. has obtained control of the country hide market in Texas, 
Oklahoma, Arkansas, and parts of Louisiana. Similar statements 
were made by others. 

As already pointed out, the companies controlled by the large 
packers are extensive buyers of country hides in New England, and 
also in Pennsylvania and New York. A dealer at Philadelphia, Pa., 
said that in late years the packers have entered the country hide 
business, and in some instances have succeeded in controlling the 
situation. They have caused the complete elimination of some of 
the small country hide dealers. He said further, that this had been 
reflected in his business and that the result was that competition at 
country points was extremely keen and profits greatly reduced. 

It should be pointed out in this connection that several dealers 
asserted that the result of the competition of the large buyers was to 
give the smaller hide dealers a better price, while others said that the 
large dealers, by their tactics, were driving out the small dealers 
and thus paving the way for securing hides at their own price. 
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A dealer at Hartford, Conn., declared that the large packers were 
gradually driving the New England butchers out of business, and that 
the farmers throughout New England, especially in Connecticut, 
were not raising as many cattle as they did some years ago. He 
stated that five years ago he purchased hides in New Hampshire, 
Vermont, and eastern New York, and shipped them to Hartford. 
His business would amount to probably 10 carloads a year, but he 
does not get that business now. This dealer stated that Swift & 
Co., through their various rendering plants, control the hide business 
in New England. Statements of this character were made by a 
number of dealers, and there is no doubt that the tendency in some 
sections is for the business to fall largely into the hands of the render- 
ing companies controlled by the meat packers. 

In the sale of country hides, there is competition. Each seller is 
active in competing for business. Some dealers complain that there 
is but little competition among tanners in the purchase of country 
hides. This was particularly true during the recent war period. 
During that time country hide dealers found themselves with large 
stocks of hides and no offers from the tanners. 

Section 2. Control of packer hides. 

With respect to the purchase of packer hides by dealers, no inquiry 
was made for the reason that the percentage of the total of such 
hides handled by dealers is comparatively small. About 75 per cent 
of all the cattle, and more than 65 per cent of the calves lolled by 
wholesale slaughterers in the United States are killed by five large 
packers. The percentage of hides taken off is considerably greater 
than the percentage based upon the number of cattle for the reason 
that the cattle killed by the large packers are usually heavier than 
those killed by the smaller ones. The hides of many of the smaller 
slaughtering concerns are classed as country hides, though the 
quantity of these hides is comparatively small. At any rate, it is 
entirely safe to conclude that the five large packers control a larger 
percentage of the hides classed as packer hides than they do of the 
cattle slaughtered by wholesale slaughterers. 

The large packer usually deals direct with the tanner or tans the 
hides himself. However, he will sell his hides to whomsoever will 
pay the highest price, but a dealer usually can not secure hides from 
the larger packers at any better price than the tanner can secure them, 
and consequently he does not handle them to any considerable ex- 
tent. The bulk of the best hides are taken off by those slaughtering 
establishments that are engaged in interstate business. They handle 
the larger and finer cattle and consequently have the best grade of 
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hides. Of the cattle thus slaughtered, the five big packers kill about 
82 per cent and more than 75 per cent of the calves. 

It thus appears that five large packing concerns have practical 
control of the grades of domestic hides that are in highest demand 
and that are reputed to produce the best classes of leather. They 
have a large proportion of the hides that enter into the heavier 
leathers, such as sole and harness. At times this enables them to 
exact the highest possible prices that the tanner can afford to pay. 
There are other times, however, when the demand for hides is slight 
and the supply is large; there is competition among the large packers 
in disposing of their product. Having more than 80 per cent of the 
class of cattle hides that is in greatest demand, taken in connection 
with the fact that the packers themselves are extensively engaged in 
the tanning business, enables them to have a large degree of control 
in the domestic hide market. 

It may be suggested that an important competitor of domestic 
hides are those imported from South America. The importance of 
this competition is greatly minimized when it is understood that a 
large proportion of the South American hides available for import 
are owned by those who also control the packer hides in this country. 
This is especially true of the heavier grades of hides. 

In those classes of hides which enter into the lighter leathers there 
is not the same degree of control in the hands of the packers as in the 
heavier grades. Country hides compete to an extent with the light 
cow hides and calfskins of the packers. 

II. THE LEATHER INDUSTRY. 

Section 3. Evolution of the tanning industry. 

The tanning business has gradually developed from a neighborhood 
industry to a comparatively well-organized and centralized business. 
Half a century ago there were more than 7,500 tanning establish- 
ments in the United States. In 1914 (the latest date for which com- 
parable figures are available) there were less than 750 establishments. 

At the earlier date, and more especially during the period preced- 
ing it, there was a tannery in almost every community where tanning 
material was available and where the population warranted it. The 
principal and in many cases the only material used for tanning was 
the bark of the oak, chestnut, or hemlock. Chemicals and imported 
tanning materials were for a long time unknown. The industry being 
thus restricted to regions furnishing bark, there grew up a trade in 
leather between those communities having tanning materials and 
those that did not. The sections of the country producing no leather 
exchanged hides in part payment for their leather requirements. 

In those early days, especially in rural communities, the farmers 
did not buy ready-made shoes to any appreciable extent, but had 
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them made by a shoemaker in the neighborhood. If the farmer 
killed an animal he took the hide to the tanner, who would convert it 
into leather, usually the charge being for side leather, a part (gener- 
ally half) of the finished leather. A light hide was converted into 
upper leather and a heavy one into sole leather. Sometimes the 
tanner bought the farmer's hides outright. The small tanneries made 
all classes of leather then in general use because they tanned all 
classes of hides. 

While the industry was in this primitive state of development, the 
neighborhood tanner produced nothing but finished leather. Grad- 
ually the industry developed, keeping pace with the development of 
industry in general. The tanning properties of bark were extracted 
and these extracts could be transported distances over which the 
cost of transportation of bark was prohibitive. This made it pos- 
sible to conduct the business on a larger scale and to locate tanneries 
more remote from the sources of supply of tanning materials. In 
the meantime other tanning materials and new processes of tanning 
were discovered and the art of finishing leather was greatly advanced. 
The old neighborhood tanner finished the skins in exactly the con- 
dition they came from the vats. He knew nothing of coloring, and 
all his product was finished either in black or the natural color. It 
was discovered that a hide could be split and made to produce leather 
of a practically uniform thickness. This not only produced more 
desirable leather, but it furnished a by-product of splits that was 
useful for many purposes where grain leather was too expensive. 
Comparatively simple and cheap processes of making leather of any 
desired color were discovered. These two developments greatly 
popularized the product of the larger and better organized tanneries, 
and the neighborhood tanneries began to diminish in number. 
They could not make leather to compare in appearance, and often- 
times in quality, with that produced by the new processes. Many 
of the small tanneries under these circumstances discontinued finish- 
ing the leather and sold the rough product to large finishing concerns. 
In the meantime the cost of production in the larger tanneries 
became so much lower than the cost in the small neighborhood 
tanneries that most of them disappeared entirely. The result was 
that within 50 years more than nine-tenths of the tanneries of the 
United States disappeared entirely, and those disappearing were 
replaced by large, well-organized concerns. 

Section 4. Organization of the industry to-day. 

As constituted at the present time, the industry is highly organ- 
ized. Discoveries in processes shortened the time in which hides 
could be converted into salable leather, and the invention and use 
of labor-saving devices greatly reduced costs. In a few instances 
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there is a kind of integration in the industry. Some tanning con- 
cerns produce their own extracts and own the forests that supply 
the bark from which these extracts are made. This is not general, 
however, and probably never will be, because of the large capital 
required and because it makes necessary a lumber business incident 
to the tanning industry. These conditions, coupled with the fact 
that bark-producing forests have increased in value, no doubt deter 
many tanneries, especially the smaller ones, from engaging in the 
extract or bark business. There is a further integration in the 
manipulation of the finished leather. There are a number of con- 
cerns in the United States that make a business of cutting up leather, 
particularly sole leather, to meet the requirements of shoe manu- 
facturers and shoe-repairing establishments. Some tanners have 
engaged in this cutting business and produce large quantities of cut 
stock. 

Specialization in the industry. — In the development of the industry 
there has come about a considerable degree of specialization. There 
are nearly a dozen distinct classes of leather, the principal of which 
are sole, harness, side upper, calf and kip, kid, sheep, and upholstery. 
The bulk of the leather in some of these classes is produced in tanneries 
that practically make but one class or two closely related classes. 
Many tanneries, for example, produce sole leather almost exclusively, 
but make some other heavy leathers, such as harness leather and 
belting leather. These other heavy leathers differ from sole leather 
mainly in the finish or in the manner of cutting. These tanneries, as 
a rule, do not make the lighter leathers. Many tanneries make 
practically nothing but upper leather, but include side upper and calf 
and kip in the group. Some make only calf and kip. Tanneries 
that make kid or sheep leather often produce no other kind. There 
are some notable exceptions to this general practice. A few important 
concerns make a half dozen different classes of leather, including both 
heavy and light, and also include in their upper leather class those 
leathers made from the hides and skins of cattle and those made from 
the skins of goats and sheep, but the general rule is to specialize. 

Section 5. Concentration in the industry. 

There is a marked geographical concentration in the tanning busi- 
ness. According to the United States census of 1914, more than 72 
per cent of the leather, measured by its value, was produced in six 
States, as follows: Pennsylvania, Massachusetts, Wisconsin, New 
York, New Jersey, and Michigan. These States rank in the order 
named, and no other single State produced as much as 5 per cent of 
the total product of the country. Pennsylvania produced nearly one- 
fourth of the total, and the three States of Pennsylvania, Massa- 
chusetts, and Wisconsin together produced 47 per cent of the total 
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production in the United States as measured by its value. The chief 
reasons for the concentration of this industry in these three States 
appear to be that Pennsylvania and Wisconsin offer peculiarly 
advantageous inducements as to tanning materials and Massa- 
chusetts was a great center of the shoe-manufacturing business and 
offered peculiar inducements as to market. 

Concentration with respect to control of the industry is only 
slightly less marked than the geographical concentration. 1 In 1917 
the total production of sole leather was, in round figures, 465,000,000 
pounds. More than 52 per cent of this quantity was produced by 
the Central Leather Co., the Michigan Tanning & Extract Co., 
Armour & Co., and Endicott, Johnson & Co. The Central Leather 
Co. alone produced about 33 per cent of this total, while the 
three next largest produced 14 per cent, the difference between the 
highest and lowest production of these three being only about 
3,000,000 pounds. 

The production of upper leather, not including patent or glazed 
leathers, in 1917 was, in round figures, 596,000,000 square feet. Of 
this production 419,000,000 square feet was calf, kip, and side upper 
made from the skins of neat cattle, and the balance consisted of 
miscellaneous kinds, such as sheep, goat, horse, etc. Of this class of 
upper leather, commonly known as regular or plain upper leather, 
about 27J per cent of the total was produced by four corporations or 
their subsidiaries. It is thus seen that the figure of concentration 
in the control of the plain upper leather branch of the industry is not 
nearly so great as in sole leather. These four concerns have greater 
control of kip and calf than they have of side upper. Of the former 
they produced over 55 per cent and of the latter 30 per cent. Kip 
leather, however, constitutes a small percentage of the total plain 
upper leather. Calf and kip combined constitute about 20 per cent 
of the plain upper leather, and the four concerns referred to above 
produce 40 per cent of the total calf and kip. 

The total production of glazed kid and goat leather in the United 
States in 1917 was, in round figures, 230,000,000 square feet. This 
is nearly 88 per cent of all the glazed leather made in that year, the 
balance being made from sheep and various other kinds of skins. 
More than 46 per cent of the glazed kid and goat leather was pro- 
duced by five companies or their subsidiaries, and more than 25 per 
cent of the total was produced by two companies. 

» The figures used In this discussion of concentration of control are not exact. The departure from abso- 
lute exactness is due mainly to the fact that some tanneries reported leather in pounds that is ordinarily 
measured In feet, and others reported their production in feet that is ordinarily measured in pounds. The 
conversion of the product of the production of these few tanneries may result in slight error, but it is not 
serious and does not appreciably effect the percentages used. 



Digitized by LjOOQ IC 



LEATHER AND SHOE INDUSTRIES. 



163 



The production of upholstery leather in 1917 was about 105,000,000 
square feet. Of this total 46 per cent was splits, 20 per cent grain, 
16 per cent buffing, 13 per cent auto leather, and the remainder 
miscellaneous kinds of upholstery leather. Of the splits, which were 
nearly half of the total, 55 per cent was made by five corporations 
or their subsidiaries. Of the buffing leather, over 85 per cent was 
made by five corporations. Approximately 75 per cent of the grain 
leather was produced by five corporations, and three of these were 
among the five largest producers of split upholstery leather. All the 
auto leather made in the United States in that year was produced 
by five concerns and more than half of it by the Wilder Tanning Co. 
alone. These various classes of upholstery leather are more com- 
pletely controlled by a few concerns than any other class of leather. 

Nearly half of the glove leather produced from sheep and lamb 
skins in 1917 was made by J. G. & Thos. Robinson. Out of a total 
of 87,000,000 feet this company produced nearly 43,000,000 feet. 
It should be said in connection with this fact that the remainder of 
the glove leather made from sheep and lamb skins was produced by 
about 40 different individuals and corporations. 

The above survey covers the principal kinds of leather in general 
use. Notwithstanding this marked control in some of these classes, 
there was no evidence obtained by the commission indicating that 
this control resulted in a stifling of competition. Outside of a very 
few special classes of leather there are usually found a number of 
tanneries producing several kinds. 
Section 6. The meat packers as a competitive factor in the leather 

industry. 

In order to have an intelligent understanding of the competitive 
position that the large meat packers occupy in the leather industry, 
it is necessary, as a preliminary, to understand the extent to which 
the hides consumed by the industry are produced in this country. 
According to a pamphlet l recently published by the Tanners' Council 
of the United States, nearly half of the leather produced in this 
country during the last few years was made from imported hides. 
The following tabular statement is reproduced from that publication: 
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One of the striking facts disclosed by the foregoing statement is tho 
importance of imported hides to the industry. This is especially 
true with respect to sheep and goat skins. A little more than half 
of the cattle hides used in the three years ending with 1917 were of 
domestic production, while less than half of the calfskins were 
domestic. In 1916 and 1917 about 75 per cent of the sheepskins 
were imported. In 1915 about two- thirds of the sheepskins used 
in the tanneries of the United States were imported. Practically 
all the goatskins and, of course, all the kangaroo skins are brought 
to the United States from foreign countries. 

The five large meat packers have become a considerable factor in the 
leather business, and their power and influence is rapidly increasing- 
Of the slaughterers engaged in interstate commerce these five con- 
cerns and their subsidiaries kill 82 per cent of the cattle and 79 per 
cent of the calves. They slaughter fibout 75 per cent of the total cat- 
tle and calves slaughtered by wholesale slaughterers (both local and 
interstate). The proportion of hides they produce is undoubtedly 
in excess of the proportion of cattle they slaughter for the reason 
that the average weight of cattle slaughtered by these large packers 
is greater than the average weight slaughtered by the smaller ones. 
These figures do not take into account country hides which constitute 
a considerable proportion of the total supply of domestic hides. 
The hides produced by these packers are generally of uniformly 
more desirable quality than those taken from cattle slaughtered 
by the smaller packers because they have more skilled employees 
for taking them off and better facilities for handling and curing them. 
Four of these packers produce a large percentage of the South Ameri- 
can cattle hides that are available for importation into this country. . 
It is thus seen that they control a very large percentage of the supply 
of hides available to American tanners and especially those hides 
of the more desirable class. 

Two of these packers are large producers of leather. Two others 
are important producers and the fifth one has recently entered the 
tanning business. In addition to the tanneries that they own and 
operate themselves, some of them have large quantities of leather 
tanned under contract in tanneries that they do not own. In 1917 
one of them (Armour & Co.) produced in its own tanneries one-fif- 
teenth of all the sole leather made in the United States in that year. 
Another packer (Swift & Co.) is a very large producer of upper 
leather. The others are constantly increasing their comparatively 
small leather production. 

This situation raises a serious question as to how far this extensive 
encroachment on a basic industry in which they virtually control 
the raw material is safe for the public interest. They can place 
every tanner using the more desirable grades oSf hides, particularly 
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the heavier hides, in a position of paying the price that they may ask 
or of taking the risk of encountering further competition in the 
leather industry from them. They may not be able to put a tanner 
out of business at once, but they have the power to do it if they are 
so disposed. Even the Central Leather Co., which produces about 
one-third of all the sole leather made in the United States, can not 
successfully remain in business without packer hides, and if the 
packers should conclude it to be to their advantage to extend their 
activities in the production of sole leather, even this largest of all 
sole leather manufacturers in the United States could not withstand 
the competition it would encounter. 

Section 7. Accounting methods of the tanners. 

During the course of this investigation, and especially in the 
accounting work that was undertaken during the war for the 
War Industries Board, the Commission found it necessary to scruti- 
nize closely the accounts of the tanners. It is a remarkable fact 
that such an extensive and well-organized industry was found to 
be lacking in accurate accounting methods. This was particularly 
true in the side upper-leather branch of the industry. It developed that 
some of the largest producers of upper leather did not have account- 
ing records from which could be ascertained their cost of producing 
leather. In the sole-leather branch of the industry and in the calf 
and sheep skin branch accounting methods were better. In fact, a 
considerable number of tanneries engaged in the production of 
heavier leathers were found to have most excellent cost records. 

There are inherent difficulties in establishing systems of cost 
accounting in some branches of this industry. This is especially true 
of the upper-leather branch. In the manufacture of side upper 
leather there is produced a great quantity of splits which are a by- 
product of the main business. Furthermore, some upper-leather 
tanneries produce great quantities of calf and kip leather in the 
manufacture of which very few splits are produced. The produc- 
tion of these various kinds of leather was frequently so intermingled 
that it was impossible to segregate the cost of producing each par- 
ticular kind. To this is added the difficulty of ascribing a value to 
splits. It is frequently the case that this by-product does not have 
a regular market value, thus making it extremely difficult to attribute 
a value in the cost of production that is safe for the tanner to adopt. 

Furthermore, as noted elsewhere, a few of these tanners produce 
their own extracts. Some of them charge these extracts to the tan- 
nery at cost and others charge them at the market price. This 
involves a necessary adjustment in arriving at the true cost for 
manufacturing leather. In addition to this, there is the difficulty 
of distributing fixed charges and general expense among the various 
classes of leather produced upon an equitable basis. 
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Notwithstanding these difficulties, it is possible to devise a system 
of cost accounting for each branch of the industry that will give a 
practically true cost for each class of leather made. When some of 
the largest tanners were unable to furnish records from which costs 
could be ascertained, and they were consequently excluded from any 
consideration of prices based on cost by the War Industries Board, 
they realized the seriousness of their situation and the importance 
of adopting better systems of accounting. The Federal Trade Com- 
mission, after conference with the auditors and cost accountants of a 
number of companies, suggested methods of accounting that are in 
large measure being adopted by many of the most important tanners 
of the country. In this work of devising cost systems the Commission 
had the hearty cooperation of the tanners' council of the United 
States, and the council has employed an expert accountant to advise 
with tanners as to the best methods that may be employed. It is 
certain that the adoption of these better accounting systems will be 
of great benefit to the industry. 

HI. THE SHOE INDUSTRY AND THE SHOE TRADE. 

Section 8. Centralization in the industry. 

There is a marked geographical concentration in the boot and shoe 
industry, but no significant concentration of control. In 1914 l there 
were reported to the Bureau of the Census 1,248 establishments 
in the United States producing boots and shoes as a regular factory 
product, and 107 establishments making overgaiters, moccasins, and 
leggings, doing contract work or specializing in certain operations, 
such as stitching, crimping, or making buttonholes, making a total 
of 1,355 establishments engaged in what may be called the shoe- 
manufacturing industry. Of this total number of establishments, 
a little more than 40 per cent were in Massachusetts. New York 
followed with slightly less than 14 per cent, and only one other State, 
Ohio, had as much as 7 per cent. 

Perhaps the best available measure of the relative importance of 
this industry in the various States is the value of products. Measured 
by this standard, 81 per cent of the total production in the United 
States in 1914 was found in six States, these States comprising all 
those that had 5 per cent of the total value of products or more. 
In the order of importance, these six States are Massachusetts, 
with 40 per cent; New York, 13.4 per cent; Missouri, 8 per cent; 
New Hampshire, 7.5 per cent; Ohio, 6.5 per cent; and Pennsylvania, 
5.5 per cent. 

There were only six other States that had more than two establish- 
ments each. Of the 1,355 establishments, there were 121 found in 

i The figures used in this section ere taken from The Leather Industry, Census of Manufacturers, 1914. 
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States that had only one or two each. These 121 establishments 
produced less than 4 per cent of the boots and shoes manufactured 
that year as measured by the value of products. 

During recent years there has been a tendency to a growth of 
large establishment. In 1914, 53.5 per cent of the total value of 
products were found in establishments each of which had a product 
value of $1,000,000 and over, and 96 per cent of the total value of 
products was found in establishments each having a value of $100,000 
and over, leaving only 4 per cent in establishments having less than 
$100,000 each. The groups of larger establishments, i. e., those 
having a value of products amounting to $100,000 or more each, 
represented 52 per cent of the total number of establishments. As 
indicating the extent to which the complete product is manufactured 
in individual establishments, it may be stated that the concerns 
making complete boots and shoes had 99£ per cent of the product 
and represented 92 per cent of the total number of establishments. 

Section 9. Competitive conditions in the industry. 

There are several important competitive factors in the production 
of shoes. The most important from a utilitarian standpoint is 
quality. The business has reached such a high state of efficiency in 
this country that it can not be said that one manufacturer produces 
a better shoe, from a utility standpoint, than is produced by a number 
of its rivals. Style is a very important competitive factor, and here, 
too, there does not appear to be any one or any few concerns that 
conspicuously outclass others. In addition to these two principal 
competitive factors, there is the factor of service, conditions of sale, 
and others. 

Section 10. Methods of distribution. 

In a schedule sent to all the shoe manufacturers of the country 
they were asked to indicate the channels through which they dis- 
tributed their shoes. From these schedules there were found 730 
which contained answers that definitely defined the channels of dis- 
tribution. These 730 factories, in 1917, produced more than 
293,000,000 pairs of shoes. Almost exactly half of the shoes reported 
by these companies were sold direct to the retailer. A little more 
than 42 per cent were sold through wholesalers and jobbers. Approxi- 
mately 2 per cent was sold to the consumer direct, and a little more 
than 5 per cent was sold through stores owned and operated by the 
manufacturer. It is probable that complete figures from all the 
manufacturers would show only a slight variation from the above 
percentages. One or two comparatively important manufacturers 
that operate their own stores did not make satisfactory reports, and 
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this might vary the figures slightly. The largest manufacturers sell 
the bulk of their product direct to the retailer. Many of these sales 
are made upon orders, that is to say, the retailer orders his shoes 
six months or more ahead of the season and frequently specifies the 
kind of shoes desired. The regular wholesaler also frequently orders 
shoies made to specifications. The jobber proper usually handles 
lots of shoes ordered by merchants but not taken from the manu- 
facturers and any overproduction that may have resulted from a 
failure to sell the entire output to wholesalers or retailers. 

Section 11. Effect of Styles on Prices. 

Among the large number of shoe dealers .interviewed, both whole- 
salers and retailers, there was general unanimity of opinion that 
style has been a very important factor contributing to the increased 
cost of shoes to the consumer. This is especially true in respect to 
women's shoes. In recent years there has been a pronounced dis- 
position on the part of women to give shoes an added emphasis in 
her category of adornment. The shape of the toe, or the heel, or the 
height of the shoe, or the color of the leather — one, and sometimes 
all of these, often is the chief consideration in determining a purchase. 

The introduction of new and multiplied styles created a new 
demand for shoes, especially among women. As just indicated, 
shoes have become as much an article of adornment as of utility, 
and with some, more so. Styles are continually changing and to 
follow the fashion, footwear is often not worn as long as it will give 
service but only as long as the style is correct. These changes in 
vogue, both as to the shape and cut of the shoe, and as to height, and 
also as to color of the leather, frequently change twice a year and it is 
rather unusual in novelty shoes to find a style that will live through 
more than one year. 

From the testimony of dealers it is apparent that this demand, 
created by fashion, has great influence in inflating the prices of 
novelty shoes, which class of footwear constitutes a very large pro- 
portion of women's shoes. A shoe merchant is obliged to carry a 
stock of various styles, and the constant change in these styles re- 
sults in the risk of having large stocks of goods left on his hands that 
must be disposed of at a sacrifice when the style is no longer popular. 
Some merchants go so far as to declare that the advance in the 
prices of women's shoes is principally due to style. Some of these 
changes in style result in added cost to the manufacturer, to say 
nothing of the added risk that must be incurred by the merchant: 
Five or six years ago the average height of women's shoes was prob- 
ably not more than 6 or 7 inches, whereas in 1917 and since the 
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average height is probably from 8 to 9 inches. The cost of colored 
leather of the more delicate shades is greatly in excess of leather of 
black and plain colors of similar quality. Each piece of the upper 
must be carefully matched, and there is the added expense of waste 
due to this matching in the cutting of the uppers. 

Many dealers class women's footwear with millinery, and some 
designate it "foot millinery" because of the frequent changes in 
style and because of the effect that style has on the demand. They 
declare that the high prices of shoes lie in the fact that whereas a 
woman formerly bought a plain shoe, ordinarily made in great 
quantities of plain black or tan material, she now desires a high 
boot of beautiful color, made of superfine and perfectly finished 
leather and made over the most difficult and slender last. 

The chief justification for the high prices obtained for women's 
fancy shoes is the fact of the large stocks that have to be sacrificed 
when the styles change. It is generally conceded that if fewer 
styles were made the public generally would be better off, and the 
shoe dealer would not be compelled to require what is often con- 
sidered an exorbitant profit upon fancy shoes in order to protect 
himself against loss on remnants that are no longer in style. While 
this is true, there are many retail shoe merchants who claim that 
their business has been greatly stimulated by the multiplicity of 
styles. They assert that formerly a woman might have only two 
or three pairs of shoes, while now many of them have a separate pair 
of shoes to match the color of each gown she wears. This has added 
greatly to the volume of business of the shoe merchants. 

This effect of styles upon prices of shoes as discussed by these 
merchants applies only to fancy shoes. They do not offer this as 
an explanation of the increase in the price of ordinary staple shoes 
made in styles that do not change at all, or if so, at very infrequent 
intervals. It may be contended that plain shoes bear a part of the 
burden of risk incurred by the handling of novelty shoes, though 
from the figures already discussed in Chapter IV this would not 
seem to be the case. No figures were obtained for cost and selling 
prices of novelty shoes, for the reason that styles change at least 
once and often twice a year, and it was not possible to secure figures 
that would be comparable from year to year. It will be recalled 
that the percentage of profit made by the retail shoe dealer did not 
change greatly between 1914 and 1917. In other words, the per- 
centage of profit on standard shoes was frequently no greater in 1916 
and 1917, when novelty shoes were such an important factor in the 
trade, than they were in 1914, when they were a less important 
factor. 

128129°— 19 12 
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Section 12. Comparative quality of shoes in 1914 and 1917. 

According to statements made by many shoe merchants, the 
quality of shoes, as a general rule, materially deteriorated between 
1914 and 1917. Practically the only exception was in cases where 
shoes were made on orders and according to specifications. This 
deterioration was due to the use of a poorer quality of leather in 
shoes of the same nominal grade, to inferior workmanship, and to 
the substitution of other materials for leather. Merchants do not 
generally attach blame to the manufacturers for these conditions, 
but generally attribute it to circumstances over which no one had 
control. 

The use of inferior leather is alleged by some to have been due to 
the demand of foreign governments and of our own Government 
for unusually large quantities of the best grades of leather for Army 
use, and to the fact that the heavy demand for all classes of leather 
compelled tanners to shorten the time of tanning at the expense of 
quality. Others allege the use of poor leather to be due to the 
desire of shoe manufacturers to reduce costs. Substitutes for 
leather were often used to keep down costs, and thus quality was 
sacrificed. Fiber and composition material were in some instances 
substituted for leather in counters and other parts in grades of 
shoes that theretofore had always contained leather in these parts. 

Numerous specific instances of deterioration in quality were brought 
to the attention of the Commission. A wholesaler stated that a 
shoe he was then selling for $5 was, in his judgment, not as good, 
either in material or workmanship as the shoe of the same nominal 
grade was when he sold it a few years ago for $3. Another 
stated that shoes that cost less than $2.35 in 1915 were superior in 
quality to the same nominal grade that cost $3.75 in 1917. One 
wholesaler mentioned a particular shoe, which he declared had more 
satisfactory wearing qualities in 1914 when it cost only $1.40 than it 
did in the spring of 1918 when it cost $3.10. It was emphasized by 
a number of wholesalers that notwithstanding greatly increased 
prices, there had been deterioration in both quality of material and 
workmanship. One merchant asserted that a shoe in 1917 was not 
as good as was a shoe of the same nominal style and grade when it 
sold for half as much four or five years ago. 

The opinions of retailers were in harmony with those expressed by 
wholesalers. There was a general unanimity of expression that the 
quality of staple shoes during the prewar period was superior, both 
in material and workmanship to the quality of shoes of the same 
nominal style and grade during the war period. A certain shoe 
which sold for $10 in 1918 was declared by the merchant not to be 
as good as when it sold for $6 in 1914. Another concrete instance 
was cited of a particular woman's shoe which was, in 1917, selling 
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for $8 and was inferior to the same shoe which sold for $4 in 1914. 
A similar statement was made with respect to a shoe which formerly 
sold for $4 and was in 1917 selling for $7.50. This merchant stated 
that at the latter time the shoe did not have as good material in it. 
This same merchant cited an instance of a tan shoe which he formerly 
bought at $2.85 and for which he was then paying $5.25 that was 
inferior in the quality of the material used in the shoe for which he 
paid the higher price. Instances of this character might be multi- 
plied indefinitely. These are typical, and basing a conclusion upon 
the judgment of merchants generally, it is evidently a fact that not- 
withstanding the greatly increased cost of shoes to the consumer, 
the quality was far inferior during 1917 and 1918 to the shoes of the 
same style and of the same nominal grade that were bought in 1914 
and 1915. 

IV. CONCLUSION. 

Section 13. Importance of a better system of handling and marketing 

country hides. 

Country hides constitute an important proportion of the domestic 
supply. They are now taken off and handled in a most inefficient 
and wasteful manner. In taking them from the animal they are 
frequently cut or scarred and often pieces of flesh are left on them. 
The former obviously reduces the value and the latter frequently 
interfere with good curing and adds weight that must be allowed for 
in the sale, and at the same time frequently results in decreasing the 
value of the hide. Care would remedy much of this inefficiency 
and add materially to the value. Farmers and small butchers feel, 
however, that there is no incentive for them to exercise more care in 
taking off and handling hides because usually the buyer makes no 
discrimination in price between those hides that are carefully removed 
and cured and those that are not. There is some justification of this 
attitude of the farmer and small butcher. 

Methods of marketing country hides have already been described. 
(See p. 10.) The prevailing custom of buying in round lots usually 
results in a disadvantage to the original owner who exercises care. 
This system of buying is not only unjust, but it discourages care in 
removing hides from the animals and results in an enormous absolute 
waste of a constantly diminishing supply of the chief raw material 
in an essential basic industry. 

It would seem that efforts to correct the inequities in the country 
hide business must be initiated at the top; that is, with the large 
hide dealer who sells to the tanner. When the dealer sells, to the 
tanner he grades his hides carefully because he can not sell them, 
otherwise. There should be devised some means of having the 
dealer also buy by grade. If he would make his purchases by grade 
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from the small dealers and merchants, they would probably be com- 
pelled to adopt the same method in buying from the farmer and small 
butcher. These farmers and small butchers would soon learn that 
their hides were sold by final distributors on grade and they would 
insist on those who buy from them discriminating between the perfect 
and imperfect, or between the superior and inferior. The difference 
in price received for a good and a poor hide would stimulate care in 
taking off and curing. 

There seems to be no reason why the unsatisfactory conditions in 
this business can not be, at least largely, corrected and great waste 
thus eliminated. Failure on the part of dealers sincerely and earn- 
estly to attempt to bring about a more equitable system can not be 
excused. Some large dealers now buy at least a part of their hides 
by grade. There is no reason why all might not do so. Not to do 
so would indicate a desire to continue the present system because it 
is profitable, and furthermore, it will indicate a lack of desire on the 
part of dealers to conserve and add to the real value of a large pro- 
portion of an important and necessary raw material in the tanning 
industry at the sacrifice of the public interest for the sake of personal 
gain. It may be argued that the country merchant and junk dealer 
can not properly grade hides. It is probably true that most of them 
will be unable to discriminate as closely as the experienced buyer of 
the large dealer, but it is also true that they can readily discern the 
difference between a very good hide and a very poor one. The farmer 
and the small butcher are entitled to a fair value for their hides 
based upon quality. 

The adoption of a system of buying on grade will result not only 
in giving the original owner a more equitable price for his product, 
but what is perhaps more important, it will result in adding to the 
quantity of good leather that can be produced in this country. Not 
only will the quality of good leather thus be increased, but the abso- 
lute quantity will be increased. When the shoe manufacturer cuts 
a piece of leather made from a hide that is cut or scarred, there is 
always some waste. This waste frequently occurs in that portion of 
the skin that would be expected to produce the best quality of leather. 
There is, therefore, the double incentive for greater care: (1) The 
incentive to give the original owner a more equitable price for his 
product, and (2) to increase both the quantity and quality of the 
leather supply. 

Section 14. Economies possible in the shoe manufacturing business. 

As at present conducted, there is considerable waste in the manu- 
facture of shoes. This waste in some measure grows out of the laud- 
able desire to stimulate business. This situation has no doubt gen- 
erally resulted from competition and not from any ulterior motives. 
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The general public would benefit if shoes should be more completely 
standardized and made in fewer styles. 

Styles have grown in numbers out of proportion to any possible 
advantage, either as to utility or as to appearance. Perhaps the 
greatest opportunity for economy in the industry would result from 
a reduction in the great variety of shapes. Each shape requires a 
different last and lasts are an important item of expense in the 
production of shoes. It is often the case that the difference in the 
shape of two styles of shoes is so slight as to be scarcely noticeable, 
but however slight, each style requires a separate last. Even with 
only a few shapes, a great number of lasts are required because there 
must be a separate last for each size and the production of a variety 
of sizes is absolutely necessary. Each unnecessary shape of shoe, 
therefore, adds that much unnecessary burden to the industry and 
contributes nothing to the comfort or convenience of consumers, 
if, indeed, it adds anything to the adorning qualities of the shoe. 

There is also useless waste in the variation in the cut of shoes. 
Shoe uppers are cut to pattern and the slightest variation in cut 
requires a separate pattern. In the case of women's shoes especially, 
the diversity of patterns is very great and the burden to the factory 
is correspondingly heavy. 

It would seem that the diminishing of styles should appreciably 
add to the efficiency of workmen. In the manufacture of shoes 
there is great specialization in labor, much of which requires the 
highest skill. The man who makes the heel does nothing else. 
The man who finishes Certain parts of the shoe does nothing else. 
Variations in style, no doubt, require a wider range of skill and 
therefore a reduction in the number of styles, it would seem, should 
add to the efficiency of workmen in general. 

Blame does not attach to manufacturers for existing conditions. 
Frequent changes in, and multiplicity of styles resulting in a burden 
to the industry without any compensation except to please a fancy, 
are responsible. This devotion to fashion has a tendency to take 
the mind of consumers from consideration of utility and to direct 
it mainly to consideration of style. 

It is believed that a reduction in the number of styles would not 
only contribute to economy and efficiency in the production of shoes, 
but that it would not take away anything from their utility or 
materially diminish their beauty. The economy thus brought 
about might not greatly affect the price of shoes to the consumer, 
but it should do so at least to a degree. In the aggregate it would 
save a large sum to the manufacturing industry. Perhaps its chief 
benefit and advantage would be in reducing the capital investment 
of shoe merchants. The more styles of shoes that a merchant carries, 
the greater must be his investment. Furthermore, it would mate- 
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rially reduce the odds and ends that merchants must sell at a sacrifice 
at the end of the season. This should enable the shoe merchandising 
business to be conducted on a smaller margin of profit. The merchant 
would not have to add so much for profit on staple shoes and on 
seasonable goods in order to compensate himself for losses on rem- 
nants because he would have fewer remnants. 

If the number of styles were reduced, there would probably be a 
reduction in the number of pairs of shoes sold, and a saving to the 
public as well as a conservation of supply would be effected. The 
production of leather is not likely to increase because there is no 
probability that there will be an increase in the production of hides 
and skins. New uses for leather are constantly being found and the 
demand for this product is constantly increasing. That this is so 
is evidenced by the great variety of things that are now used as 
substitutes for leather. It seems that any steps that will result in 
conserving the supply of leather and adding to the utility of the 
existing supply, are highly desirable in the public interest. It is 
also desirable from a broad economic standpoint that all the capital 
unnecessarily employed in one line of business should be released 
for other businesses. 

Section 15. Desirability of uniform and better accounting methods. 

The accountants of the Federal Trade Commission encountered 
great difficulty in obtaining accurate costs of production from the 
books of tanneries. In a much less degree this was true in regard 
to shoe manufacturers. Not only was there difficulty in ascertain- 
ing details of cost, but as great difficulty was often encountered in 
determining investments and earnings. The two sources of difficulty 
found were: First, and most important, such defects in accounting 
methods as to make it impossible to ascertain accurate costs or to 
determine accurately the actual investment and earnings; and, 
second, there was often such a lack of uniformity in accounting 
systems as to make it difficult or even impossible to arrive at results 
that were comparable. 

The matter of proper accounting methods and the desirability of 
uniformity in these methods are so important as to warrant pointing 
out in some detail more specifically the defects found. In cost 
accounting the chief difficulty encountered was due to a lack of 
proper classification of details and of reasonably accurate methods 
of allocating general and administrative expenses. The purpose of 
cost accounting, if it is to be of value, is not only to enable the manu- 
facturer to know the total cost of the commodity he produces, but to 
know the cost of well-defined operations and processes. 

In the case of labor it was frequently found that no separation 
had been made or could be made between direct and indirect labor. 
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With the labor employed in the immediate production of the com- 
modity there was often shown labor that applied to the operation 
of the plant as a whole. Thp cost of repairs sometimes included both 
the labor and the value of the materials used in making them. While 
this is not a serious defect, it should be avoided wherever possible. 

Some companies in the tanning industry produce part of their 
tanning materials in separate establishments. These materials are 
sometimes charged into the tannery at the market price and some- 
times' at cost, and sometimes at a price falling between the market 
and cost price. The charging of these materials in this varying way 
obviously leads to more or less error in the actual cost of the product. 

Items of general expense were sometimes found not to be included 
in costs at all, but carried directly to the profit and loss account. 
Administrative expenses were frequently not properly allocated as 
between manufacturing and selling. Federal taxes were often found 
in manufacturing expense, and this is also true with respect to 
interest. These two items are in no sense elements in the cost of 
production. 

Depreciation is a proper charge against the cost of production, 
but there were instances in which no such charge was found. In 
some cases depreciation was charged against earnings and in some 
not charged at all. It was often found that this charge when made 
was not based on any sound principle. It should be based on the 
cost and life of depreciable property. It is often based on what 
may be called expediency. If the business is very profitable, the 
depreciation charge is frequently large; if it is unprofitable, the charge 
is 4 light or even not made at all. Furthermore, the books of some 
companies do not show the actual value of property, and even when 
based upon the book value of the property and the life of this prop- 
erty the depreciation charge is erroneous. 

Equally as serious a difficulty was met in determining the rate of 
return on investment as was found in ascertaining accurate costs of 
production. This was due to the failure of the books of companies 
to show actual investment and, in a less degree, to supply such data 
as would enable accountants to determine the actual earnings. 
Book values of property frequently do not show even approximately 
either the cost of the property or its real value. These property 
accounts are sometimes balances after heavy depreciation charges 
have been deducted. In other cases no deductions of any character 
have been made. Some tanning concerns are engaged in other lines 
of business or are producing materials used in their main business, 
and balance sheets do not always show definitely the amounts 
invested in these separate businesses. 

The manner of preparing statement of earnings often made it 
difficult to determine accurately what the earnings were, and in some 
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cases this was actually impossible. In nearly all cases considerable 
work was necessary, in making adjustments in earning statements 
and profit and loss accounts in order to secure accurate data. 

The above were the principal deficiencies found in accounting 
systems. It should be pointed out in this connection, however, 
that the defects herein noted are not peculiar to these industries 
but they were found in most of the industries into which the Federal 
Trade Commission has had occasion to examine. Until the Federal 
Government during the recent war found it necessary to ascertain 
costs in order that understandings right be reached with respect 
to fair prices a large number of leather manufacturers and others 
did not appreciate the value of accurate cost accounting. 

Lack of uniformity in systems of accounting added greatly to the 
work of the Commission. In some instances it was possible to make 
adjustments, while in others it was not. For the purposes of the 
Government, approximate uniformity in accounting is necessary. In 
fact, such uniformity is absolutely essential in the preparation of 
statistics purporting to show conditions in the industry. For the 
industry itself a lack of uniformity may not be so important, but even 
here it is of importance if the statistics compiled by the Government 
are to be of value. Every five years the Bureau of the Census 
requires certain information from manufacturers. At frequent 
intervals other Government agencies find it necessary to require 
even more detailed information than is essential for the purposes of 
the census. The census statistics should be of great value to industry 
as well as a source of useful information to the public generally. 
The value of these statistics is greatly diminished because of a lack of 
uniformity of accounting methods in each particular line of business. 

As already pointed out, the lack of proper accounting systems and 
of uniformity in accounting is not peculiar to the leather and shoe 
industries and what has been said here applies in very large measure 
to industry in general. The accounting deficiencies are probably as 
pronounced in the tanning industry as in any large industry that the 
Commission has investigated. They are certainly far more pro- 
nounced in this industry than they are in the boot and shoe industry. 
The principal tanners of the country, however, are fully alive to the 
importance of a better system of accounting and of uniformity in 
that system, and have taken steps through one of their organizations 
to remedy the evils here pointed out. As has been already stated 
(seep. 164), the Commission has cooperated with the tanners by way 
of suggestion and all suggestions made have been considered in a 
spirit that shows an earnest desire on the part of the leaders in this 
industry to adopt a system of accounting that in the future will 
enable not only themselves but the public and the Government to 
know accurately the conditions of the industry. 
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Section 16. The causes of the advance in the price of shoes and a com- 
parison of these prices, with profits. 

The two main questions expected to be answered by this inquiry 
are whether or not the prices paid for shoes by the public during, and 
just prior to the entrance of the United States into the war of 191^— 
1918, can be justified, and if not, where the responsibility lies for the 
increase. In a single sentence the answer is that under all the cir- 
cumstances there can be no justification for prices being as high as 
they have been, and that the tanner? of leather, the manufacturers 
of shoes, and retail shoe dealers made profits not warranted by the 
circumstances. This conclusion takes into consideration the fact 
that prices of shoes were bound to advance considerably between 
1914 and 1917. The extraordinary demand for leather increased the 
value of hides; there was an increase in the cost of all materials used 
in the manufacture of leather; there was a notable advance in the 
cost of labor, all of which contributed to the increased cost of leather 
to the shoe manufacturer. The shoe manufacturer in turn was 
forced to pay more for leather, more for materials other than leather 
and more for labor as the war progressed. These f actors all contrib- 
uted to the advance in the cost of shoes to the consumer. 

It is not to be understood that those engaged in the industries here 
under consideration, and the merchants engaged in this branch of 
trade are the only manufacturers and merchants who have made 
unprecedented profits during the war period. Speaking broadly, 
great profits generally have been made in industry and trade during 
the war, even before this country became a belligerent. So in this 
respect leather and shoe manufacturers and shoe merchants are no 
different from others. Between the tanners and shoe manufacturers, 
the former as a class, enjoyed somewhat larger profits than the latter. 
This was true even in 1914. The earnings returned to capital in the 
shoe merchandising business can not be given, but judging from the 
gross margin of profit per pair, this return was obviously very liberal. 
The best standard for judging whether or not prices of commodi- 
ties were remunerative, is the percentage of the investment employed 
in their production that was returned in profits. Judged by this 
standard, the tanning and shoe manufacturing businesses were 
highly profitable. There are shown in this report (see p. 27) the 
investment and earnings of 53 tanning companies. These companies 
include all classes of tanneries from small ones to very large ones. 
The investment and earnings of 52 of these companies are shown 
for the entire period from 1914 to 1917, inclusive. Below is a state- 
ment, grouping these 52 companies according to their rates of earn- 
ings. They have been divided into four groups. The first group 
includes those that had net earnings on capital of 20 per cent or 
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more, the second group includes those showing earnings of from 10 
per cent to 20 per cent, the third group includes those that earned 
less than 10 per cent, and the fourth group includes those whose 
operations resulted in loss. 

Classification of 5$ tanning companies according to rates of net earnings on investment. 



1014 



1916 



1917 



Profit of 20 per cent or more. . 
Profit of from 10 to 20 per cent, 
Profit of less than 10 per cent. 
Loss .„. 



32 
19 
1 



About 20 per cent of these 52 tanneries earned over 20 per cent in 
profits in 1914, 70 per cent of them exceeded 20 per cent in 1916, 
and 61 per cent exceeded that rate of earnings in 1917. About 40 
per cent earned less than 10 per cent in 1914, and only 2 per cent 
earned less than this in 1917. The operations of only two of these 
52 companies resulted in loss in 1914, and none suffered loss in 1916 
or 1917. 

In like manner as above, 236 companies engaged in the manufac- 
ture of shoes are grouped and the results are shown in the following 
statement: 

Classification oftSS shoe manufacturers according to earnings on investment. 



1914 



1916 



1917 



Earnings of 20 per cent or more .. . 
Tfanifop of from 10 to 20 per cent 
Earnings of less than 10 per cent.. 
Loss 



137 
80 
16 
3 



131 
70 
27 
8 



Nearly 25 per cent of the 236 shoe manufacturers here considered 
earned more than 20 per cent on their investment in 1914, and 57 
per cent earned more than this rate in 1917. In 1914, 27 per cent 
of them earned less than 10 per cent and many of them very much 
less than this rate, while in 1917 less than 7 per cent of them earned 
less than 10 per cent. In 1914, 23 of these 236 companies operated 
at a loss, while in 1917 only 8 suffered losses from their operations. 

The returns on investment to shoe merchants are not known. The 
percentage they added to the cost of their shoes to arrive at a selling 
price remained practically the same throughout the entire period, 
but the application of the percentage of profit to the higher prices 
paid by them resulted in a much wider margin per pair of shoes sold. 
These margins were ascertained and are shown at page 106. 

The effect of these large profits on the cost of shoes to the consumer 
is pronounced. Leather is the principal item of cost in the produc- 
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tion of shoes. The shoe manufacturer includes a profit on this 
leather in the price he charges the retail merchant for shoes, and the 
merchant exacts a very high percentage of profit from the consumer. 
Thus the final purchaser of shoes, who is the consumer, pays the 
profit the tanner receives on his leather, the profit the shoe manu- 
facturer receives from the shoe merchant, and the profit taken by 
the merchant. To the extent that these profits are too high, to that 
extent consumers pay too much. How these cumulative profits 
affect the price of shoes may be illustrated in the two examples 
which follow. 

In a shoe (No. 478) that cost the manufacturer $3.97 in 1917, the 
leather cost $2.71. This shoe was sold by the manufacturer for 
$5.25. The retail shoe merchants made an average profit of not 
less than 50 per cent. The consumer therefore, paid not less than 
$7.50 for a pair of these shoes and he more likely paid $8.00. More 
than 23 per cent of the 52 tanning concerns just shown received 
more than 35 per cent profit on their leather in 1917. Applying 
this percentage of profit, the tanner received 71 cents profit on the 
leather in this shoe. If he had received only 12 i per cent profit, the 
leather in this shoe would have cost the shoe manufacturer $2.25 
instead of $2.71, or 46 cents less. This would have made the shoe 
cost him $3.51 instead of $3.97. The shoe manufacturer sold this 
product at $5.25 per pair, or an advance of $1.28 above cost, showing 
him a profit of approximately 22 per cent. If the shoe manufacturer 
had received a profit of 12£ per cent on the lower cost, he would 
have sold it to the merchant for $3.95 instead of $5.25. As already 
stated, the retail merchant no doubt sold this shoe for not less than 
$7.50 and made a profit of about 50 per cent. At the same rate of 
profit he could have sold the lower cost shoe for $6.00. Thus by 
reducing the profits of the tanner and shoe manufacturer to 12£ 
per cent, the shoe merchant could have sold the shoe at the same 
rate of profit and the consumer would have saved $1.50 or 20 per 
cent. It should be noted that in arriving at this result, the per- 
centage of profit realized by the shoe merchants is still 50 per cent. 
There might have been a still further reduction if the merchant had 
been content with a lower rate of profit. 

There will now be taken an instance in which the shoe manufacturer 
made a much smaller rate of profit and a lower rate of return has 
been allowed the tanner for the leather. A woman's shoe (No. 749) 
that cost the manufacturer $4.12 to produce in 1917, was sold for 
$4.41. The leather in this shoe cost $2.34. Assuming that the 
tanner made a profit of 25 per cent, and more than 42 per cent of 
the 52 tanning concerns above shown made that much or more, 
then this leather cost the tanner $1.87. If he had received a profit 
of 12J per cent instead of 25 per cent, the leather in this shoe would 
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have cost the shoe manufacturer $2.10 instead of $2.34, and the 
cost of the shoe would have been reduced from $4.12 to $3.88. The 
shoe manufacturer could have sold this shoe at $4.15 instead of 
$4.41 and would have made the same rate of profit that he did make. 
The retailer, no doubt, sold this shoe to the consumer for $6.75 and 
made a profit of a little more than 50 per cent. If he had bought it 
at the lower price and sold it at a profit of 50 per cent, the consumer 
would have paid $6.25 and saved 50 cents. The shoe manufacturer 
realized only 7 per cent profit on this shoe. If he were allowed a 
profit of 10 per cent, the consumer would still have paid 25 cents 
less than she did pay for this pair of shoes. 

The above instances probably fairly represent the two extremes 
of profits made by the tanners and the shoe manufacturers as entire 
classes. These cumulative profits can not be escaped. When they 
are too high, however, the consumer suffers. When competition is 
open and free and when conditions are normal, prices are governed 
by the law of supply and demand. Under ordinary circumstances 
if that results in very high prices, and consequent large profits to 
producers, there might be no just ground for complaint. The de- 
mand in excess of supply was an important factor in stimulating 
unduly high prices. 

-But during the period of the war, even before this country became 
a participant, general . conditions were not normal. Under condi- 
tions that could not be controlled, the ordinary relation of demand 
to supply was so changed as to give the producer an unusual power 
over the consumer. It is doubtful if the profits made on leather 
and shoes during the period of the war could be justified under any 
circumstances. They certainly can not be under those existing 
immediately prior to and during our participation in the war. The 
tanners and shoe manufacturers and shoe merchants made no sacri- 
fices of profits until the Government remonstrated and fixed the 
price of leather. This reduced the profits of the tanners but still 
left them at a very satisfactory level. These steps were taken pri- 
marily to enable the Government itself to procure shoes for its armies 
at a more reasonable price. Incidentally, the prices of shoes were, 
for the time being, -slightly reduced to the public generally. 
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